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CHAPTER I 


Introduction 


T he beginnings of economic institutions are difficult to trace and 
frequently unperceived. But as these institutions become gen- 
erally accepted, they are recognized for their effectiveness both by 
the public and by the writers in the field of economics. The develop- 
ment of the United States Treasury as the ^‘policy making agency” 

in the field of central banking has conformed to this customary trend 
in economic institutions. 

The present overshadowing position and dominating influence of 
the Treasury on the banking system could hardly be denied and does 
not require elaborate proof. Students of economics do not seem to be 
aware, however, of the fact that the United States Treasury has al- 
ways performed some central banking functions and that its activi- 
ties show a continuous trend toward the assumption of additional 
central banking functions as the need for them gradually increased. 

The term central banking” is often used loosely, and the functions 
ascribed to a central bank at any one time are based largely upon 
the tasks performed by contemporary institutions. Among the early 
central banks was the Bank of England. Consequently, the historical 
development and the resultant traditions of the Bank of England may 
fairly be said to have formed the starting point for the principles and 
doctrines associated with central banking. As the economic order 
progressed from relatively simple agrarianism to more complex in- 
dustrialization, there was a parallel expansion in the functions of a 
central bank, in theory as well as practice. In general this expansion 
has been toward greater control of the money and banking system. 

A summary of the duties of a central bank as conceived in 1926 is 
given by the testimony of the Governor of the Bank of England be- 
fore the Royal Commission on Indian Currency and Finance He 
said : 

be the channel, and 

the sole channel, for the output and intake of legal tender currency. It 
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should be the holder of all government balances; the holder of all the re- 
serves of the other banks and branches of banks in the country. It should 
be the agent, so to speak, through which the financial operations at home 
and abroad of the government would be performed. It would further be 
the duty of a central bank to effect, as far as it could, suitable contraction 
and suitable expansion in addition to aiming generally at stability, and 
to maintain stability within as well as without. When necessary it would 
be the ultimate source from which emergency credit might be obtained 
in the form of rediscounting of approved bills, or advances on approved 
short securities, or government paper. ^ 

This statement of the functions of a central bank was made after 
a long period in which these functions were debated vigorously. It is 
typical of the statements of many careful students of banking who 
sought from time to time to arrive at a final judgment concerning the 
proper scope and aims of central banks.^ It is unlikely that this state- 
ment of 1926 or any other which might have been quoted could pre- 
sent an exhaustive account of all the operations of central banks at 
that time; it is equally unlikely that a perfect forecast of future in- 
terpretations of all the proper functions of any central bank can be 
made today. However, from a study of the emerging of various 
central banking functions two conclusions can be drawn with fair 
assurance. First, that the essential role of a central bank is the coordi- 
nation of the money and banking system with other economic activi- 
ties so that economic stability is promoted. Second, that all the other 
duties performed by a central bank or that are likely to be assigned 
to it are merely operations designed to carry out its essential role. 

There are many ways of achieving stability through the coordi- 
nation of banking and other economic institutions. The traditional 
method of linking economic activities (such as production, trade, and 
the employment of labor), to the monetary system is through the 
central bank, which may influence the reserves of commercial banks. 
Adequate reserves are necessary to support currency and credit in 
use and to permit the extension of further loans when needed. When 
reserves expand, banks acquire additional lending power. The agency 
which can provide additional reserves and distribute them to banks 
generally may be able in time of monetary stringency to facilitate 
business recovery and expansion. Such an agency has been tradition- 

^ Quoted by Kisch and Elkin, Central Banks, p. 100. 

^Willis, The Theory and Practice of Central Banking, pp. 7-9. 
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ally called a “central bank.” It can exercise this power of expanding 
reserves by devices such as the increasing of the type of paper eligible 
for rediscount, the buying of Government securities, or the lowering 
of the percentage of reserves required against liabilities. 

If reserves contract substantially, business may be compelled to re- 
trench, inasmuch as banks may find their reserves inadequate for 
their existing deposits and be forced to reduce their loans and invest- 
ments. The devices at the disposal of a central bank for reducing re- 
serves of commercial banks are the decreasing of types of paper eli- 
gible for rediscount, the selling of Government obligations, or the 
raising of the percentage of reserves required against liabilities. 

Most of these devices of a central bank have not been at the dis- 
posal of any agency in the United States until fairly recently. In the 
United States general recognition of the need for central banking 
developed slowly, and no official acknowledgment of the need was 
made by Congress until after the beginning of the twentieth century. 
However, there was no time in American banking history when some 
substitute orpnization or system did not exist which provided at least 
a slight possibility for the attainment of the major objectives of cen- 
tral banking. It is the intent of this study to show that an agency 
which always performed at least some of the duties associated with 
a central bank, from the earliest days of the Republic, was the United 
States Treasury. By the nature of its fiscal operations it was the only 
branch of the Government in a position to render such services to the 

Nation. The growth and effectiveness of the Treasury’s central bank- 
ing activities will be set forth in this study. 

For our purposes the term “Treasury central banking” connotes 
those powers and activities of the United States Treasury which do 
or may influence the reserves of commercial banks. It is obvious that 
the Treasury, as the largest disburser and receiver of public funds 
may through its transactions affect the reserves of commercial banks! 
The means the Treasury has used to increase commercial bank re- 
serves were mainly the issuing of paper money, the depositing of 
Government cash funds in commercial banks, and the prepaying of 
toe interest and principal on its outstanding obligations from idle 
Treasury cash balances. These ways differ from those available to a 
nongovernmental central bank which tries to increase bank reserves 
In a similar way, steps by which the Treasury contracted reserves 



6 introduction 

also differ from those available to an ordinary central bank. Treasury 
transactions having that effect were the withdrawing of Treasury 
deposits from commercial banks and the holding of idle funds in 

Treasury vaults. 

The trend shows a continuous increase in Treasury central bank- 
ing functions, but there were some slight deviations from the general 
rising trend. These deviations were largely caused by the establish- 
ment of other separate Federal institutions, such as the first and 
second banks of the United States, which temporarily performed cer- 
tain central banking functions without being fully aware of it them- 
selves. The Federal Reserve System assumed many central banking 
duties formerly performed by the United States Treasury. Other de- 
viations from the trend are due to the personalities of various secre- 
taries of the Treasury. Some of them held unusually strong and pro- 
nounced views concerning the proper functions of a “mere fiscal 
agent” of the Government. They felt that the Treasury should oc- 
cupy a modest place in our economic life, namely, that of a purely 
fiscal agent, not that of a “policy making agency” in the money and 
banking system. Under their leadership Treasury central banking 
activities were temporarily much reduced. 

The proof of a thesis claimmg a more-or-less-consistent trend 
toward steadily increasing central banking activities of the Treasury 
can be established only by presenting in historical order sufficient 
factual data to prove the point. The best proof of the thesis would 
be an exhaustive description of all activities of the United States 
Treasury since its beginning, but that would be a monumental task 
and unnecessarily complex. It seemed quite sufficient for purposes 
of proving the trend asserted in this monograph to limit the factual 
material to four major fields or aspects: ( i ) the monetary and bank- 
ing legislation which from time to time increased or decreased the 
central banking activities of the Treasury; (2) the prevailing central 
banking theories which influenced the actions of the various secre- 
taries of the Treasury; (3) the intentional and unintentional effects 
which Treasury activities had upon the reserves of commercial banks 
during special periods in United States history, as in wars and de- 
pressions; (4) the effects which strictly fiscal operations of the Treas- 
ury had upon the reserves of commercial banks. 

Since the beginnings of the trend are more difficult to trace than 
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its more recent developments, an attempt will be made to present for 
the earlier periods of the Republic a rather exhaustive picture of the 
more important actions of the Treasury affecting central banking. 
The beginnings of the trend occurred during the years from 1789 to 
1845, when the central banking activities were performed by the 
Treasury. Especially important is the delegation of central banking 
powers to the first and second banks of the United States. The War 
of i8r2, the chaotic eras of state banking, the specie circular, the dis- 
tribution of the Treasury surplus, and the Panic of 1837 also deserve 
analysis from the point of view of increasing Treasury participation 
in the banking field. Central banking activities substantially increased 
during the period from 1846 to 1865, when the Independent Treas- 
ury System and the National Banking System were developed. The 
highly important role of the Treasury during the Mexican War dur- 
ing the Crisis of 1856 and during the Civil War foreshadows later de 
velopments. Subsequent attempts which the Treasury made to brin- 
about improved business conditions during the periods when the 
Treasury felt they were needed (1873 and 1884) show new methods 
The effects of specie resumption and the silver purchase legislation 
greatly enhanced the Treasury influence in the money market The 
period between 1890 and 1913 yields abundant material for the studv 
0 central banking activities of the Treasury, now reaching a stage 
of full development. Additions to central banking theory and prac- 
ice were brought about by the monetary stringency of 1890, the 
Crisis of 1893, the Spanish American War, the terms of oLe of 
secretaries Gage, Shaw, and Cortelyou, the Gold Standard Act of 
1900, the Panic of 1907, and the Aldrich Vreeland Act of 1908. 

As our analysis proceeds to the establishment of the Federal Re- 
serve System, two factors dictate a more rigid limitation on the evi- 
dence presented: first, the trend of Treasury activity and influence is 

Terrafba k secondly. Treasury 

entral banking activities and influence have multiplied to such an 

extent that a complete description of all its numerous recent ramifica- 

of thVrT ^"creasing complexity 

the banking structure, the various types and degrees of interrela- 

tionship between commercial banks, the Federal Reserve System and 

he United St^es Treasury, and finally Treasury interventL in’con 

ection with World War I and postwar financial problems make it 
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INTRODUCTION 

imperative to confine the discussion to the more important character- 
istic and essential activities of the United States Treasury in its role 
as a central banking agency. Accordingly, the theory behind the Fed- 
eral Reserve Act and the changes which, theoretically, the legislation 
would have had upon the central banking influence of the Treasury 
are worthy of notice. In the great effort made toward the winning of 
World War I, the United States Government had to take full com- 
mand of economic activity, and the Treasury emerged as the “policy- 
making agency” in the monetary field, despite the presence of the 
Federal Reserve System. The Treasury continued in its role as an 
important central banking agency during the period of the nineteen 
twenties, when the powers of the Treasury were directed to combat- 
ing the agricultural depression of 1920 and to the refunding of our 

World War debt. 

During the period of the nineteen thirties^ in an attempt to bring 
about business recovery, the concentration of economic power with 
the Federal Government became so pronounced and the ramifications 
of Treasury influence on our entire financial system so numerous and 
involved that only the most momentous activities need be treated in 
this book. The activities demonstrating the greatest increase in Treas- 
ury central banking are the gold policies, including the creation of 
the gold stabilization fund, and the gold sterilization program. The 
Treasury silver policies, including the silver purchase program are 
also important. 

Since December 7, 1941, the nation has been occupied in a great 
war program calculated to help its allies, Great Britain, Russia, and 
China, win World War II, All economic activities are subordinated 
to this national policy, and the Treasury, as the representative of the 
Government in the financial sphere, assumes the role of regulator of 
the money and banking fields in order that the national will be exe- 
cuted. This situation means that the Treasury is more powerful in 
the central banking field than ever before. 

Due to the sudden realization of the predominant influence of the 
Treasury, the question was raised how radically this situation deviated 
from traditional policies. Chapter XI indicates that although some of 
the recent developments may have exceeded what might have been 
expected under the old trend of Treasury power in the monetary 
sphere, there is no reason in sight why this established and continuous 
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trend should stop or be reversed. This thesis shows that the Treasury 

as a central bank is not a mere depression or emergency phenomenon. 

nor is it a symbol of the totalitarian tendency which exerts a powerful 

influence at the present time. It is extremely difficult to visualize any 

major retreat of the Treasury from its present eminence in the pre- 
dictable future. ^ 



CHAPTER II 


Treasury Central Banking before 1846 


T he fiftv-seven years from 1789 to 1846 mark an epoch in 
Treasury history characterized by experimentation and vacilla- 
tion. The Treasury performed vital central banking functions even 
when state banks were serving as Federal depositories or when the 
banks of the United States were guarding the Nation’s revenue and 
currency. The period 1789 to 1846 can be divided into seven parts: 

( I ) 1789-1791, the establishment of the Treasury and its influence 
on the early commercial banks; (2) 1791-1810, the Treasury as rival 
of the first Bank of the United States; (3) 1811-1816, Treasury cen- 
tral banking during the interval between the first and second Bank 
of the United States; (4) 1817-1833, the Treasury rivaling the sec- 
ond Bank of the United States as a central banking institution; (5) 
1834-1840, Treasury central banking during the second era of state 

banks as government depositories; ( 6 ) 1840-1841, the Treasury in- 
dependent of the banks and the first Independent Treasury System; 

(7) 1841-1845, Treasury central banking during the third era of state 
banking. 


1789-1791 

THE ESTABLISHMENT OF THE TREASURY AND ITS 
INFLUENCE ON THE EARLY COMMERCIAL BANKS 

James Madison, Jr., is credited with making the motion in the 
House of Representatives on May 19, 1789, which established a 
Treasury Department. The motion brought forth considerable oppo- 
sition, since it advocated a “single head’’ system.' 

By a “single head’’ system was meant vesting control of the Treas- 
ury Department in the hands of one man. Americans have always 
been opposed to granting sweeping powers to one officer. It was fore- 
seen that the Treasury would be the largest receiver and disburser 
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of funds » and would have an unusual influence in the money market 
and It did not appear wise to some legislators to entrust this influence 
to a single individual. The opposition preferred that the powers of 
the Secretary of the Treasury be distributed among a board of three 
cominissioners. But the bungling of the Continental and Confedera' 
tion Treasury commissions was not easily forgotten,* and the obiec- 
tion was overcome. Even though it was recognised that the tremen- 
dous responsibilities of the Treasury Department and the unrestrained 
grant of financial power would be entrusted to one man— probably 

the stanch federalist, Alexander Hamilton-such a system was finally 
adopted on September 2, 1789. ^ 

It is evident, therefore, that as early as . 78, the potential impor- 
tance of the Treasury Department in influencing the destiny of the 
new country was realized. 

Section 2 of the Act of September 2, 1789, states that the Secretary 
of the Treasury is to digest and prepare plans for the improvement 
of the revenue and for the support of public credit; to prepare and 
report estimates of the public revenue and the public exnenditnrpc- 
to superintend the collection of revenue . . Section 4 of the act also 
indicates that the Treasurer is “to receive and keep the monies of 

the Secretary rfirTcrastryt''" 


Debt-Funding Operations and the Effect on Banks 

The Treasury’s influence on the commercial banks was marked 
even at this early stage in the field of the public debt On Tn 

or disposing of the $79,000,000 public indebtedness ^ Hamilton^ 
very anxious to restore the credit position of t w! V Hamilton was 

its debts. By funding the public debt, the Treasurrtr'iL F repaying 

the countr^^ ^I'li* * ^ for the business needs of 

country. Ihis is not a fiscal but a central banking function 

Hamilton, “Report on Public PreHif »» 

Reports of tkc Secretary, Vol. I, p. 15 ' ^ ^ Dept., 
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Briefly, the refunding plan provided that the Federal Government 
assume the Continental and Confederation domestic and foreign debts 
and the Revolutionary state indebtedness. The Federal Government 
would issue its own bonds or stocks for the various elements of the 
earlier debts. It would make provision for the payment of interest 
on the Federal debt and for its eventual retirement. 

This tremendous debt for a Nation so small in numbers and so 
recently established did not dismay Hamilton. He viewed Federal 
bonds as a sort of circulating capital for the people. He explained: 

It is a well-known fact, that in the countries in which the national debt 
is properly funded, and an object of established confidence, it answers most 
of the purposes of money. Transfers of stock, or public debt, are then 
equivalent to payments in specie; or, in other words, stock, in the principal 
transactions of business, passes current as species. The same thing would, 
in all probability, happen here, under the like circumstances,® 

Funding of the public debt would serve three purposes, according 
to Hamilton. It would gain popular support for the Federal Govern- 
ment; it would give the future credit of the Government a sound 
base; it would solve the problem of currency shortage, at least for 
large-scale business transactions. 

By the Funding Act of August 12, 1790, Federal bonds were issued 
to cover all the exchanges of the old debt."^ To Hamilton the bonds 
represented circulating wealth available for the promotion of trade 
and industry.® Thus, we see that this first Secretary of the Treasury 
thought it was the duty of the Treasury Department to supply the 
Nation with an adequate circulating medium. 

The key motive of Hamilton’s public debt policy, to establish firmly 
the national credit, was in accordance with the aims of the act estab- 
lishing the Treasury Department. The bonds issued under the Act 
of August 12, 1790, were to be sustained at a premium; a board was 
to buy up in the open market any Federal debt issues that fell below 
par.** Here we have under the Purchase Fund (later Sinking Fund) 
arrangement of the Act of 1790, a fiscal device for supporting the 
prices of bonds by means of Government purchases. Central banks 
may purchase Government bonds to increase the reserve funds of 

^ Ibid,, p. 5. 

^ Love. Federal Financing, Appendix, Item No. 21 ; i Stat. 186. 

« Hamilton, ‘‘Report on Public Credit,” January 9. 1790, in U.S., Treasurx’ Dept., 
Reports of the Secretary, Vol. I. p. 5. . . 

^ I Stat. 1S6; Dunbar, Laws of the United States Relating to Currenc\, Finance and 
Banking, p. 20. . » u 
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commercial banks. In 1790 aim of open market purchases was to 
sustain Government credit and retire the public debt, but not to in- 
fluence commercial bank reserves. Some banks held large quantities 
of Government obligations, and if the Treasury purchased the bonds, 
the cash position of the banks which sold the bonds would be strength- 
ened. Other banks extended considerable cash loans to the Govern- 
ment, which were used in the purchase of Treasury obligations. Tem- 
porarily, the cash position of these banks would be weakened.'" Thus 
unintentionally the Treasury purchases must have affected the re- 
serves of the few existing commercial banks which held quantities of 
Government obligations. Government securities were a more impor- 
tant part of the whole investment field in the early history of the 
United States than today because of the relatively small supply of 
corporate securities in those early years." 

According to Hamilton’s plans the Government intended to pur- 
chase its obligations in the market if their price fell below par. But 
the expenditures of the new Government proved larger than Hamil- 
ton’s expectations, its revenues lower,'- and the plan had to be aban- 
doned. The Government had to resort to bond sales and borrowed 
heavily from the banks, notably the Bank of New York and the Bank 
of North America, to pay the expenses of the Army and Navy. Gov- 
ernment expenditures for Army and Navy during this period did not 
help the banks to pursue a sound policy. Government expenditures 
meant that the banks had to part with Government deposits. If the 

banks paid out specie for the Government, their reserves and lending 
ability decreased. ^ 


^796 the President of the Bank 
of the United States instructed the manager of its New York branch to present a draft 

or payment of money due from the Bank of New York Thi^ rrrp'^tiv 

Bank of New York and forced it to contract, whlTh occasioned cTns dcr b Troub t 
m New York. Thereupon, Hamilton wrote to Wolcott his successo/ , T 

him to request a m^odification of his policy from the Bank of the United States ’beLu"se 
any weakness of the Bank of New York was due to its loans to the GovernLnt To 

ri!.nT‘ fTh" request Wolcott gave his assurance, “I will thank you to inform the presi 
sured of at bT H “"fidential person, that they may rest as- 

my powet Ttt-nr h ""y "f ‘heir affairs as shall be in 

andfn TY. ' however, that they must rely principally on sale of stock 

e.pedLc^*So^;^ ^ continuance of temporary 

pec^ence. Hoggson, Epochs in American Banking, pp. St,- 8 a. ^ 

!-> Money Market, Vol. I, p. 152 

-Hamilton, “Report on a National Bank,” December man in tt q 't 
D ept, Reports of the Secretary. Vol. I, p. 54;' see Appendix lil^b’et^w 

Sound banking practice demands the maintenance of adequate reserves althonf^h 
many banks then failed to observe the principle. Not until the .830" w's stat .egfs 
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Major Treasury disbursements affect the reserves of the commer- 
cial banks. This is unfortunate, because the alteration of reserves 
should be at the discretion of a banking authority such as the head of 
a central bank. Such a man specializes in the study of money and 
banking conditions and is not influenced in his outlook by the fiscal 
needs of the Government as the Secretary of the Treasury must be. 
If the Treasury must affect banking reserves, its influence may at 
least be minimized by attempts to balance income and outgo at any 
one time. 


Government Deposits in Banks 

Revenue receipts form a major part of the fiscal activities of the 
Treasury, and they also affect, perhaps only temporarily, the reserves 
of banks and thereby their credit facilities. By depositing revenue 
receipts in banks, the Treasury increases reserves as well as the 
deposits of commercial banks. The banks which first benefited from 
the Treasury deposits were selected by Alexander Hamilton as Secre- 
tary of the Treasury. They were the Bank of North America, the Bank 
of Massachusetts, and the Bank of New York. Most of their business 
was governmental. The third figure of Table I includes the Bank of 
Maryland, which was made a Federal depository in 1791. 

Table I 


UNITED STATES TREASURY BALANCES IN 
DEPOSITORY BANKS, I789-1791*' 


Date 

December 31, 1789 
December 31, 1790 


Treasury Deposits 

$ 28,239.61 
570,023.80 

679,579-99 


September 30, 1791 

“Chapman, Fiscal Functions of the Federal Reserve Banks, p. 5; see also .\ppendix 
II, below. ^ ^ 


lation enacted setting up legal standards for the maintenance of reserves. By “adequate 

reserve is meant holding by a bank of sufficient money on hand to answer the de 

mands of customers who prefer to have some of their monetary funds in the form of 

currency in their own possession rather than on deposit in the banks. U S , Board of 

Governors of the Federal Reserve System. Federal Reserve System; Its Purposes and 
Functions, p. 4. r 

Since no national legal requirements existed before 1S63 for the maintenance of 
reserves, the banks could lend without restrictions. “History of Reserve Requirements 
for Banks in the United States,” Federal Reserve Bulletin, November, 1938, p. 954. 
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Interest Payment by Banks for the Government 

Also, the Act of August 12, 1790 (i Stat. 186), earmarked certain 
items of Federal revenue for interest payment on the new Federal 
debt. This clause was designed to help maintain national credit, but 
it temporarily and unintentionally affected bank reserves. Interest 
payments by the Government involved transfers on the books of the 
banks from the deposit account of the Government to those of the 

bondholders. 

Not until 1864 were cash reserves against Government deposits 
required.'^ But prudent banking policy always demanded a stipulated 
reserve percentage against ordinary deposits. Thus the adequacy of 
a given reserve decreased as the account balance of the government 
(no reserve requirement) decreased, and the bondholders’ deposit 
accounts (reserve required) increased. 


Currency 


In addition Hamilton’s “Report on a National Bank,” December 
^3) ^79^j ^fid Report on Public Credit,” January 9, 1790, indicated 
that he also believed a shortage of currency existed and should be rem- 
edied. He felt that business was being retarded, interest rates were 
high, and usurers were flourishing because of the lack of currency. He 
thought that capital is created in the process of increasing the cir- 
culating medium.^’’ If capital were expanded, business enterprise 
would flourish and the “improvement of the revenue” be guaranteed. 
As revenue expanded, bank reserves would increase through greater 
deposits. Hamilton’s fiscal program thus affected bank reserves, 
and the Treasury was performing a central banking function, al- 
though the primary motive was the establishment of Government 
credit. 

The Secretary of the Treasury knew that Congress has the “power 
to coin money, regulate the value thereof, and of foreign coin,” i'' and 


” National Banking Act, June 3, 1864 (13 Stat. 113) ; see also p. 105, below 

tec. ( " Treamry, p. 15; U.S., Treasury Dept., Anmwl Report of the 

^ternary, 1907, pp. 144-146, 

DeDt”"j??Iw’ ^ December 13, 1790, in U.S., Xfeasury 

•Uept,, Reports of the Secretary, Vol. I, p, 57, 

Refunding PJan ; see above, p. 12. 

U.S., Constitution, Article I, Section 8, Paragraph 5. 
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he also knew that the function of the Treasury was to “support public 
credit” and “keep the monies of the United States.” It is not improb- 
able, considering his broad interpretation of the Constitution, that 
he felt it the duty of the Treasury to help supply the country with 
addition'al currency. This broad view of his duties is understandable, 
since neither a central bank nor any other national coinage facilities 
existed. The United States Mint was not established until April 2, 
1792 ( I Stat. 246), and Hamilton was convinced that a scanty cur- 
rency brought evil. He felt that the fiscal powers entrusted to the Sec- 
retary of the Treasury gave him the chance to meet the currency 
problem, which was apparent to him because of his excellent knowl- 
edge of financial conditions. It is difficult to see how he could have 
acted otherwise, but his intervention in the monetary sphere did set 
a precedent for other secretaries of the Treasury. 

The experience of the first few years of the United States Treasury 
may be summarized in the statement that as early as 1789 the Treas- 
ury began to be influential in the money market and to affect the re- 
serves of banks through its handling of the public funds and public 
debt. 


I 791-1810 

THE TREASURY AS RIVAL OF THE FIRST BANK OF 

THE UNITED STATES 


The position and influence of the Treasury was altered after the 
establishment of the first Bank of the United States— from 1791 to 
1810. Whatever organization acts as the fiscal agent of the Govern- 
ment wields an important influence in the money market because of 
the huge Government receipts and disbursements. But it in turn is 
greatly affected by Treasury policies which may extend beyond fiscal 

considerations and include the financial leadership associated with a 
central bank. 

Hamilton, the first Secretary of the Treasury, considered estab- 
lishing the first Bank of the United States in 1791 as a larger-than- 
usual commercial bank and also as an essential and vital part of the 
general scheme for the support of public credit.-** He showed in his 
December 13, 1790, report that in enlightened commercial nations 


Holdsworth. First Bank of the United States, p. 9; Hamilton, “Report on Public 
Credit, January 9, 1790. in U.S., Treasury Dept., Reports of the Secretary, Vol. I, p. 28. 
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of the world public banks render invaluable service to the Govern- 
ment and to trade, and he recommended the creation of a national 
commercial bank. The first advantage which Hamilton claimed for 
such a bank was “the augmentation of the active or productive capital 
of the country through the credit values created by the Bank’s opera- 
tion.” He meant not only the creation of additional capital but also 
more effective utilization of capital. Scattered and otherwise idle 
amounts were to be concentrated and made to serve the uses of busi- 
ness. The Treasury could not perform the function of keeping scat- 
tered and idle funds where they might be used. It was not authorized 
to keep any moneys but its own. Furthermore, it was not empowered 
to discount commercial paper, a task necessary for the full utilization 
of capital and considered as belonging within the province of a bank. 

Hamilton recognized that bank deposits are currency,”’ but he did 
mistake currency for capital.-^ If Treasury funds remained in its own 
vaults rather than in a bank, he felt that business would not benefit 
from them. On the contrary, these idle funds of the Treasury would 
retard business and diminish the public revenue. As Secretary of the 
Treasury he was responsible for the improvement of the revenue. 

Hamilton also laid great stress upon the advantage of a bank in 

making loans to the Government, especially in sudden emergencies 

and in facilitating the payment of taxes. But these considerations were 

to him of secondary importance. A national bank was not a mere 

matter of private property, but a political machine of the greatest 
importance to the state. 

Hamilton also argued strongly in favor of bank currency issues 
payable in coin and against the issue of paper by the Government. 
There was a scarcity of currency in the country, and Hamilton’s fa- 
vorite notion was that the proposed bank be used to remedy the short- 
age of media of payment.-’^ Possibilities of overissue and overexten- 
sion of loans were considered small and no real counterargument, 
since a report of the condition of the bank was to be furnished to the 
Secretary of the Treasury at his command and he was to have the 


Dep.“"; 

Ibid., p. s6. ■ 

23 Miller. Banking Theories in the United States before i860, p 36 

Hamilton, “Report on a National Bank,” December 13, 1700. in U S Treasury 
Dept.. Reports of the Secretary, Vol. I, p 56 " treasury 

Ibid., p. 62. 
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right to inspect the books.^® The proposed national bank was to be 
under private management, but the Secretary of the Treasury reserved 
the right of supervision — supervision of private commercial banks is, 

not a fiscal, but a central banking function.-' 

Hamilton urged public control of the first Bank of the United 
States, but thought it was undesirable that the bank be managed 
wholly by the Government.^® A bank managed by the Government 
would have to be founded upon the credit of the Government and its 
revenues. To Hamilton this meant that the Government would embark 
on a business enterprise and would enter the field of lending money 
to its citizens. In 1790 the Treasury had too meager a revenue to 
permit lending money.^® It frequently had to resort to borrowing, 
and Hamilton intended to look to the new bank for assistance. He 
hoped “the monied aristocracy” would be interested in the bank ad- 
venture and supply funds and management. 

Hamilton argued against those who quoted the proceedings of the 
Constitutional Convention to show that a Federal chartered bank was 
a violation of the constitutional compact. To him the Constitution 
should be interpreted liberally especially when it threatened to ham- 
per the Secretary of the Treasury in carrying out a program fostering 
commerce and industry. Hamilton’s ideas of the functions of the pro- 
posed national bank coincide with the objectives of the present Fed- 
eral Reserve System as given by the Board of Governors.®' Truly 
Hamilton was a man far ahead of his times in his concepts of money 
and banking. 

Hamilton’s arguments prevailed. The bill to establish the bank was 
introduced in the Senate on January 3, 1791, and finally passed on 
February 25, 1791.®® The act chartering the bank made no special 

Ibid.t pp, 20, 74. 

2^ The Treasury Department still exercised the right of supervision of banks under 
the National Banking Act of June 3, 1864, Section 54; 13 Stat. 99; and under the 
Federal Reserve Act of December 23, 1913; 38 Slat. 265. 

28 Hamilton, “Report on a National Bank,’* December 13, 1790, in U.S., Treasury 
Dept., Reports of the Secretary, Vol. I, pp. 71-72. 

28 Appendix III, below, 

88HoIdsworth, First Bank of the United States, p. 23. 

81 U.S., Board of Governors of the Federal Reserve System, Federal Reserve System; 
Its Purposes and Functions, p. 115. 

^82 Chapman, Fiscal Functions of the Federal Reserve Banks, p. 6; Lewis, Bank of 
North America, p. 80; i Stat. 191 ; Dunbar, Laws of the United States Relating to 
Currency, Finance and Banking, pp. 22-29. 
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provision regarding the keeping and transferring of Government de- 
posits, but Hamilton felt that the bank should be the fiscal agent of 
the Government and that the terms of the transactions should be 
settled by the Secretary of the Treasury and the bank officials. Con- 
sequently the bank was employed as a depository of Federal funds, 
following the precedent established at the Bank of North America 
and the Bank of New York. The first Bank of the United States trans- 
ferred funds for the Government free of charge, and in return the 
Government did not collect interest on its deposits.'*^ 

The Government deposits were relatively small, as is indicated bv 
Table II. 


Table II 


UNITED STATES TREASURY BALANCES IN 
DEPOSITORY BANKS, 1793-1810“ 


year 

Dec. 31, 1793 
Dec. 31, 1807 
Dec. 31, 1810 


Number of 
Depository 
Banks 

8 

15 

15 


Total Treasury 
Balances in 
All Banks 

? 7s3.661.69 
9,643,850.07 
2,672,296.57 


Deposits in 
Bank of 
United States 

$ 624,431 

5,500,000 (peak year) 
2,000,000 


<■ Holdsworth, First Bank of the United States, pp. 59-60; see also Appendix II, below 


Even when Treasury deposits were large the bank found the Gov- 
ernment business unprofitable because of the great expense involved 
in transferring Government funds from one section of the country to 
another. Also, the Government account fluctuated continually, and 
the first Bank of the United States had to be prepared at all times 
to transfer Government funds. This diminished seriously the possi- 
bility of gainfully employing the Government deposits. The fiscal 
activities of the Treasury affected the reserve position of the bank 
and consequently its lending policy. These fluctuations in the de- 
posits involved care and expense in transferring them from place to 
place. The Government account added little profit to the income of 


tionaf Bank >'n’ P’ 5*: Hampton, "Report on a Na- 

Vol. I.p. 72.’ ^ ■" U S., Treasury Dept., Reports of the Secretary, 

” Gallatin, “Report on Bank of the United States,” January 23, 1811 in U S Con 

46,-470; V,dswo'r'th%^^’B"r. 
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the first Bank of the United States.*"^^ However, the Treasury was 
well satisfied, and Secretary Gallatin stated that the bank was very 
efficient. On January 23, 18 1 1, just before the expiration of its char- 
ter, the bank's total resources were $24,200,000, $4,807,000 repre- 
senting loans to the Government. Of the total liabilities of $13,673,- 
000, Government deposits aggregated $1,930,000.-'^^ 

By the Act of February 25, 1791, the Bank of the United States was 
not permitted to purchase any securities representing the National 
debt, but it could advance loans to the Treasury directly."® Loans 
could be effected by creating Government deposits, that is, book 
credit, or by issuing notes to the Government which were not legal 
tender but passed freely in general circulation because they were re- 
ceivable for dues at the Federal Treasury, During the first year of 
the bank's operation the loans to the Government rose to more than 
$2,500,000; by January 31, 1795, the amount had advanced to 
$4,700,000, and by December 31, 1795, to $6,200,000.®® 

Such extension of credit, even to the Government, was a serious 
matter for a bank of this size. The loans to the Treasury had dimin- 
ished the bank’s reserves and hampered its lending policy, because the 
deposit account which the first Bank of the United States created for 
the Treasury was subject to the call of the Treasury and of the Treas- 
ury’s creditors. The bank had to maintain reserves sufficient to meet 
these demands. As the extension of credit to the Government increased 
the ratio of reserves to deposit liabilities decreased. Therefore the first 
Bank of the United States found that it had either to curtail its loans 
to private customers or diminish its loans to the Government. Ac- 
cordingly, the first Bank of the United States asked the Government 
to settle its indebtedness. This Gallatin, the Secretary of the Treasury, 
did in 1802 by selling the Treasury’s interest in the bank.**® 

Since the first Bank of the United States was the largest commer- 
cial bank of that day, its lending facilities touched upon the lives of 

Ibid., p. 62. 

36 Letter of Gallatin to Jefferson regarding Bank of the United States, December 13 

1803, in Gallatin, Writings, Vol. I, p. 171. * 

37 Gallatin, “Report on Bank of the United States,” January 23, 1811, in U.S., Con- 
gress, American State Papers, Finance, Vol. II, pp. 469-470. 

36 Sections 11-12, i Stat. 191; Dunbar, Laivs of the United States Relating to Cur- 
rency, Finance and Banking, p. 26. 

39 Holdsworth, First Bank of the United States, pp. 44-45. 

“Report on the Finances, 1802.” in U.S., Treasury Dept., Reports of the Secre- 
tary, Vol. I, p. 254; Holdsworth, First Bank of the United States, p. 49. 
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many men and affected the credit conditions of the other banks. But 
the bank itself was always subject to strong Treasury influence, which 
in fact prevailed in the entire money market. While created as a sort 
of central bank, the first Bank of the United States had to share this 
position throughout its career with the United States Treasury. A dis- 
cussion of the foreign-exchange situation and of assistance to com- 
mercial banks will confirm this evaluation. 


The Treasury and Foreign Exchange, 17Q1-1810 


During the existence of the first Bank of the United States the 
financing of foreign trade business was small,-*! but most of it was 
handled by the first Bank of the United States and its branches. Pre- 
viously state banks had financed the business. The Government was 
strongly interested in foreign trade because customs duties supplied 
a major source of revenue which was used partly for the repayment 
of interest and principal on the public debt.''^ The bank sent Gov- 
ernment remittances to meet foreign debt maturities and helped im- 
porters pay custom duties on imported goods by advancing funds.^® 
This assistance to importers was not only sound banking business but 
also was induced by the wishes and needs of the United States Treas- 
ury. The bank aided the Treasury in collecting its revenue. A bank 
may choose preferred customers, which is the category into which the 
directors of the first Bank of the United States placed the importers, 
but the Treasury should not influence the directors’ choice. At that 
time and until the establishment of the Federal income tax under the 
terms of the Revenue Act of September 8, 1916 (39 Stat. 756), reve- 
nue from foreign trade was a very important source of income to the 
Treasury.!! Naturally, the Treasury Department continued to en- 
courage importing.!® It is permissible for a commercial bank to extend 
preferential credit facilities to one group if it deems that the wisest 
use of its funds. But a commercial bank is not in full control of its 
lending policy if the Treasury can influence it in determining its pre- 

!! Ibid., p. 54 . 


O" Public Credit.” January 21, 1795, in U.S.. Treasury Dept., 

I^Holdsworth, First Bank of the United States, p. 54. 

^ p. 175; see also Appendixes III-IV, below. 

of thp T? assistance given to importers appear in the reports of secretaries 

of the Treasury BoutweU and Shaw. See pp. 8r, 104. 



22 CENTRAL BANKING BEFORE 1846 

ferred customers or if the bank extends aid to one group of business- 
men at the expense of another, because public funds constitute the 
bulk of the bank's deposits. Theoretically the bank was free to deter- 
mine its own lending policy. Actually the lending policy of the first 
Bank of the United States was dictated largely by Treasury practices. 

The Treasury and Panic Insurance, iy8i-i8io 

The Treasury gave assistance to the commercial banks in several 
crises. The maintenance of an institution to render aid to a bank whose 
assets are not liquid is often termed “panic insurance.” This is the 
most popular idea of the function of a central bank. In the early his- 
tory of our country there was a dearth of currency and specie. It was 
difficult for a bank to have cash on hand, especially when most of 
the specie was used to pay for imports. In March, 1792, when heavy 
duty payments were maturing in the Philadelphia district, the Treas- 
ury informed the president of the first Bank of the United States that 
post dated notes of the commercial banks, if not issued for a period 
longer than thirty days, would be acceptable by the collector in 
payment of customs duties. By this action the demand for specie was 
diminished and the reserve position of the banks was not reduced. 
This decision illustrates the concern of Hamilton, Secretary of the 
Treasury, for the banks and emphasizes the central banking aspects 
of the Treasury even at the expense of fiscal considerations. In order 
to avoid embarrassment for the commercial banks, he permitted the 
central bank, the first Bank of the United States, to accept for the 
Government account short-term commercial paper in place of the 
specie to which the Treasury was entitled. Another illustration of 
Hamilton's concern for the commercial banks of the country was his 
intention to leave the Bank of New York, a Government depository, 
in undisturbed possession of whatever funds it might have until the 
commercial crisis impending in 1792 should subside. He wrote to 
William Seton, cashier of the Bank of New York on January 24, 1792, 
“I consider the public interest as materially involved in aiding a valu- 
able institution like yours to withstand the attacks of a confederated 

Willis, The Theory and Practice of Central Banking, p. 5. 

Holdsworth, First Bank of the United States, p. 63; Crawford, W., “Loans of 
Money from the Treasury to Individuals or Banking Institutions since March 3, 1789” 
(February 28, 1823), in U.S., Congress, American State Papers, Finance, Vol. IV, p. 265. 
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host of frantic and, I fear, in too many instances, unprincipled gam- 
blers.” "s 

Again in 1801, Gallatin, the Secretary of the Treasury, ordered 
$50,000 of Government money to be placed in the Bank of Columbia, 
in Washington, D.C., in order to protect the bank against a run.''“ In 
1802 the Bank of Pennsylvania ran in debt to the Bank of the United 
States because of the Government deposits in the latter. The cashier 
of the Bank of Pennsylvania went to Washington to apply for relief. 
Gallatin, writing to Jefferson, says: “It is evident that they have ex- 
tended their discounts too far. They say they can not at once curtail 
without ruining their customers, chiefly retail shopkeepers. Those for 
whom the Bank of the United States discounts are generally import- 
ers. Gallatin suggests possible lines of relief : ( i ) to write to the 
United States Bank to spare them; (2 ) to deposit $300,000 with them 
or to direct the collector at Philadelphia to deposit part of his public 
money with them.""’ He resorted to both methods. Such action directly 
increased the reserves of the bank and set a precedent for future sec- 
retaries of the Treasury. A central bank is expected to assist in an 
emergency. However, the Treasury extended aid to the commercial 
banks, whereas the legally constituted central bank, the first Bank 
of the United States, did not. The Treasury, perhaps off the record, 
was assuming the duties of a leader in the money market. 

The Bank of the United States was not rechartered, partly because 
It was envied by the state banks and the now powerful Republican 
party wanted to dispense with Federalist projects. Yet the bank had 
performed satisfactorily the following central banking functions:'”^ 
(i) safekeeping of public money; (2) assisting in the collection 
of the revenues; (3) transferring Government funds; (4) extending 
aid to importers; (5) advancing loans to the Government; (6) pro- 
viding a sound bank-note currency. These functions, with the excep- 
tion of the fifth, were later assumed by the Treasury. 


■‘"Hamilton, Works, Vol. V, p. 492, 

Market, Vol. I, p. 153; Crawford “Loans 
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181 1-1816 

TREASURY CENTRAL BANKING DURING THE INTERVAL 
BETWEEN THE FIRST BANK AND THE SECOND 

bank of THE UNITED STATES 

The period 1S11-1816 includes the years between the end of the 
first Bank of the United States and the beginning of the second Bank 
of the United States. During this time no national bank existed which 
could perform central banking functions; no central bank coordi- 
nated the reserves of various banks, was responsible for a sound note 
currency, advanced loans to a bank whose liquid position was threat- 
ened or to the Government in time of emergency, kept safe Govern- 
ment funds, and transferred Treasury revenue. The various state 
banks which were serving as Government depositories tried to fulfill 
these duties for the Treasury, but their attempts were unsuccessful. 
The first Bank of the United States, in addition to serving as a fiscal 
agent, had tended to restrain the state banks from an overissue of 
currency. After the dissolution of the first Bank of the United States 
sound note currency was scarce. Furthermore, the dubious credit 
condition of the Treasury made it unlikely that it could finance the 
War with England without aid from the banks. Moreover, the Treas- 
ury, because of its heavy expenses and insufficient revenue, that is 
lack of surplus funds, was unable to increase its deposits in banks, but 
was instead dependent on bank support. Apparently the Treasury 
could more readily dominate the banks and the money market in 
times of a Government surplus."'-' Without a strong leader, whether 
the Treasury or a central bank, chaotic conditions occur in the mone- 
tary field in the time of a national emergency, as in the War of 1812. 

No immediate shortage of banking facilities or bank note circula- 
tion was felt as a result of the closing of the first United States bank 
in 18 1 1. In fact, the growth in state bank-note circulation ($17,000- 
000 between 1811 and 1820) more than compensated for the loss of 
the $5,000,000 outstanding notes of the first Bank of the United 
States.-'^ The Treasury increased the number of state banks used as 
depositories. In 1811, fifteen state banks were used as Government 


See Appendix III. below. 
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depositories; by 1816 the number had increased to ninety-four.®® The 
number of state banks increased by about 120 during the four-year 
period from i8ri to 1814.®® These banks were established in locali- 
ties where they were not needed, and every effort was made to cir- 
culate their notes at a sufficient distance from home to prevent their 
early return. Specie disappeared from circulation; its place “was 
usurped” by the “excessive issue of bank paper.” A large number 
of banks failed during and following the War of 1812, bringing ruin 
to many depositors.®® The main cause of failure was a tendency 
among state banks to finance speculation, especially in foreign trade, 
and to inflate bank-note issues. As a result many of them were unable 
to meet successfully the burden thrust upon them by the Government 
during the War of 1812.®® The banks could not finance the heavy 
import trade and the war. The war was unpopular, and Treasury 
revenue was low.““ 


The Government failed to adopt an effective fiscal policy at the out- 
break of the war with England. It had no national banking institu- 
tion to advance necessary funds. Instead it depended largely upon the 
tax levies of peace time and upon Government loans, which were dif- 
ficult to arrange, since the banks of New England were opposed to the 
war.«i During the year 1812 the Treasury could borrow only about 
$10,000,000 on long-term bonds and approximately $3,000,000 by 
selling Treasury notes.®® The financial position of the Government 
was critical, and the banking situation was not much better. 

^ In August and September, 1814, more than one hundred banks out- 
side of New York, which held Government deposits amounting to 
$9,000,000, suspended specie payments, thereby placing a very diffi- 
cult burden on Secretary Campbell of the Treasury Department.®® In 

Independent Treasury, p. 13; see also Appendix II. 

VI, below.’”^"’ Pnnclions of the Federal Reserve Banks, p. 12 ; see also Appendix 
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November, 1814, Secretary Dallas informed the security holders of 
Massachusetts that the Treasury Department could not pay interest 
on the national debt.^^ 

If the Government was one of the chief sufferers because of the 
financial difficulties of the country, it also contributed to them. The 
Government borrowed heavily during 1813-1815 and paid by “manu- 
factured” credit.*'' The inflationary policy of the Treasury affected 
the banking system by increasing the bank-note circulation. The coun- 
try was on a paper money basis, and bank notes of state banks were 
not acceptable in other parts of the country except at a heavy dis- 
count. The unequal rates of domestic exchange injured both the Fed- 
eral Government and the business public.®'* The depreciated bank 
notes were paid to the Treasury at par for Government securities and 
cost the Treasury at least 10 percent of the proceeds of the sales.®^ 
The credit position of the Federal Government was seriously injured 
by the bank suspensions of specie payments, by the increase in note 
issues, and by the continuous drain of specie for payments of im- 
ports.®® 

The return of peace with improved revenues and diminished expen- 
ditures finally helped the Treasury regain its prestige.®® Furthermore 
the postwar years had taught the opponents of the United States Bank 
that, whatever demerits characterized the old system, the state banks 
were by no means able to render the public service required.*® It was 
the intention of Secretary Dallas to restore an orderly currency by 
generally resuming specie payments."' At a special session of Congress 
and in his annual report for 1815 he recommended the establishment 
of a national bank as “the only efficient remedy for the disordered 
condition of our circulating medium.” *- At first the plan was opposed 

“Report on the Finances, 1815,” in U.S., Treasury Dept., Reports of the Secretary/ 
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but finally, on April 10, 1816, the bill was passed establishing the 
second Bank of the United States.'^'*' 

Although the absence of a central bank during the years from 181 1- 
1816 might have been expected to increase the scope and effective- 
ness of Treasury central banking activities, such was not the result. 
Treasury deficits and poor credit standing undermined its effective- 
ness as a central bank, although the secretaries of the Treasury con- 
tinued to consider themselves responsible for the general currency and 
banking conditions. 


1817-1833 

THE TREASURY AS RIVAL OF THE SECOND BANK 

OF THE UNITED STATES 

Central Banking under the Second Bank oj the United States 

During the years 1817-1833, which mark the active service to the 
Treasury of the second Bank of the United States, the leadership in 
the money market was held, not by the National or central bank, but 
by the United States Treasury. One reason for the Treasury leader- 
ship may have been the lack of recognition of the possible usefulness 
of a central bank. It was not yet recognized that in order to be effective 
as a central bank the Bank of the United States should have held re- 
serve funds upon which the commercial banks could rely in times of 
necessity. But the void created by the absence of a central reserve 
reservoir was filled by the Treasury. After five chaotic years, 18 1 1- 
1816, “of uncontrolled State banking, with suspension of specie pay- 
ment and with deep confusion in both public and private finance and 
credit,” it was inevitable that there should be agitation for a return 
to the system of entrusting the Nation’s finances to a single strong 
institution. The duties of the second Bank of the United States were 
to be based upon the functions of the first Bank of the United States, 
many of which are now considered central banking activities. The 
sponsors of the act were not conscious that the duties of the new 

bank were those of a central bank, but considered them merely those 
of a great commercial bank.’^® 
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The function of the second Bank of the United States was to hold 
public deposits which were to be instantly convertible into cash on 
demand so that the Treasury might not incur the risk of becoming 
a creditor of an insolvent state bank. The second Bank of the United 
States, furthermore, was to make short-term loans to the Government. 
It also assumed the duty of regulating and maintaining the notes is- 
sued by state banks on a convertible basis. This meant maintenance 
of stability and regularity in exchange costs between different sec- 
tions of the country, which in turn implied a currency of uniform 
value free of local depreciation. It was this last function which finally 
contributed to the bank’s downfall. The local commercial banks were 
jealous of its influence. 

The Treasury and the second Bank of the United States proceeded 
with laudable circumspection to transfer Treasury deposits from state 
banks to the Federal bank. Forced action would have driven state 
banks into collapse. Transfers were made at the convenience of state 
banks, in order to protect their reserve position, although in many 
cases the service of the state banks was inadequate to meet the needs 
of the Treasury. The machinery for the transfer of Government funds 
between state banks was especially poor. For example, in January, 
1817, the Treasury needed $500,000 to pay the interest on Govern- 
ment bonds in Boston. Although the Treasury had a balance of 


$22,000,000 in various state banks,^® the required $500,000 could not 
be transferred, as the banks were in danger of suspending specie pay- 
ments. The funds had to be borrowed from the second Bank of the 


United States.^® It is not surprising that the period (1817-1833) 
showed a decline in the use of state banks as depositories. 


Through the efforts of Secretary Dallas, the second Bank of the 


United States entered into agreements with the banks of New York 
Philadelphia, Baltimore, and Richmond to refuse to handle after 


February 20, 1817, notes of banks which were not paying specie.®® 


Catterall, The Second Bank of the United States, p. 475; Chapman, Fiscal Func- 
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According to Secretary Crawford, his successor, the most obvious 
task of the second bank, the agency of the Treasury, was to induce 
the state banks to resume specie payments.^^ The favorable trade bal- 
ance in the winter of 1816-1817 probably helped banks to accumulate 
specie. Finally, the second Bank of the United States negotiated an 
agreement with state banks to resume specie redemption on February 
20, 1817. A contraction of the state banks' note issue could easily 
have resulted in the parity of state bank notes with specie. But the 
banks disregarded the agreement and the second Bank of the United 
States under the William Jones administration was exceedingly lax 
in enforcing it and preventing an overexpansion of loans and notes. 
Particularly the state banks of the South and the West increased their 
note circulation, and in 1818 the credit structure of the country col- 
lapsed. The volume of specie was not adequate to support the credit 
created, and what specie there was in the country rapidly drifted to 
New England, where prices were low and transactions were upon a 
metallic basis.®^ The second Bank of the United States was in no po- 
sition to help Southern and Western state banks. The bank had to 
keep large amounts of specie on hand to meet calls by the Treasury.®-* 
But the Treasury, under Secretary Crawford, stepped in and lent 
assistance to the southern banks by means of specie deposits, fearing 
that a run on one institution would produce a general run.®^ As a re- 
sult the Bank of Alexandria, Virginia, the Union and Central Banks 
of Georgetown, the Patriotic Bank, and the Bank of Washington im- 
proved their reserve position.®® Also, banks did not hesitate to call 
upon the Treasury to support their credit. On August 23, 1819, the 
Franklin Bank, in Alexandria, asked Secretary Crawford for a Gov- 
ernment deposit, as it was in danger of suspending specie payments.®^ 
These illustrations of Treasury assistance in times of crisis show not 
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only what the Treasury considers its functions to be but also the need 
for a central bank with reserve power to aid commercial banks whose 
position is temporarily not liquid. If the second Bank of the United 
States had been a true central bank, it might have been able to force 
the commercial banks to maintain adequate specie reserves against 
their notes and have helped to prevent the inflationary bubble of 
1818. Furthermore, even later, when the expansion was beyond its 
control, it still could have helped the Virginia banks without leaving 
this task to the Treasury. 

The beginning of the eighteen twenties witnessed a general eco- 
nomic recovery.*® Again it was the Treasury that insisted on bringing 
bank notes back to a specie redemption basis.*” All bank notes re- 
ceived at the Treasury’s fiscal agent, the second Bank of the United 
States, were presented for specie redemption and notes were refused 
which could not be so redeemed.®” The insistence of the Treasury upon 
payments in “specie backed notes” helped to establish a stable and 
uniform currency throughout the country. This central banking func- 
tion had been entrusted to the second Bank of the United States 
which was merely the agent of the Treasury. 

The second Bank of the United States and the Treasury cooper- 
ated. The Government deposits were larger than “other deposits ” 
and the bank rendered many services to the Treasury free of charge 
In return the Treasury received no interest on its deposits.®' The bank 
transferred the Treasury funds wherever the Treasury wanted them 
and even established branches to take care of the Treasury needs 
since the profits derived from the Treasury account were great ®- On 
the whole, the transfer system worked well and the second Bank of 

the United States always honored Treasury drafts at sight as the fiscal 
agent of the Government.”*' 

The notes of the Bank of the United States increased in volume 
acceptability, and stability as had been expected, and an effort was 
made to force state banks to maintain their notes at the same high 
standard. The volume of state bank notes declined, and in 1824 a 
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minor crisis occurred due to money stringency. Secretary of the Treas- 
ury Crawford then aided the banks by obtaining permission from 
Congress to pay off immediately part of the public debt, which did 
not mature until January i, 1825, out of surplus funds on hand.”^ In 
this way funds were released to the money market and the shortage 
was relieved.''^' This action set the precedent for future secretaries of 
the Treasury who used Treasury surplus revenue to prepay the Gov- 
ernment debt in times of monetary stringency. Instead of keeping the 
Government funds until the date of maturity of the bonds, the banks 
were authorized to use the funds for the purchase of the bonds. In 
this way the Treasury saved the interest payment and put funds into 
circulation. Relieving a stringency is properly within the sphere of 
activity of a central bank. The second Bank of the United States was 
the nominal central bank, but the Treasury considered relief of the 
money market its own task and performed it. At other times of mon- 
etary stringency the Treasury went so far as to pay a premium when 
Government securities were purchased.”® This procedure may not 
have been sound fiscal policy, but it did help to eliminate the monetary 
stringency. Once again, it is to be noted that the Treasury can render 
assistance to banks when it has surplus specie funds at its disposal. 

Although it had been the expressed intention to create a great com- 
mercial bank to serve the needs of the Government, the second Bank 
of the United States performed many duties which are today con- 
sidered central banking functions. But it was not until the second 
Bank of the United States had gone out of existence and the severe 
panic of 1837 had resulted in a serious destruction of credit that the 
idea of a central bank which would have ultimate reserves or surplus 
lending power became definitely and consciously expressed.”^ Even 
in 1837 political fears and anxieties prevented the idea from making 
much headway. The establishment of a central banking system with 
all central banking powers did not occur until December 23,1913 (38 
Stat. 265), or seventy-six years later. In the meantime some central 
banking functions were performed by the Treasury. The nation needed 
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central banking service and yet did not wish to establish a central 
bank. 


The Dissolution of the Second Bank 

During the first five years of Biddle’s administration as head of the 
second Bank of the United States, from 1823 to 1827, he followed a 
conservative policy, but in 1828 he decided to expand the loans and 
discounts of the Second Bank of the United States.®® He did this to 
fill the void created by the decrease in state bank-note circulation 
which would occur if their issue were forced down to a point where 
consistent specie redemption would be practical and depreciation 
would end.®® He reasoned that the contraction of state bank-note cur- 
rency that would result would be offset by an expansion of note issues 
of the second Bank of the United States. The bank was quite able to 
support such expansion. Between 1825 and 1831 the rapid retirement 
of the Federal debt had drawn out about $10,000,000 of the invest- 
ments of the second Bank of the United States and had made this 
amount available in specie for additional credit operations.^®® Accord- 
ingly, the second Bank of the United States increased its operations 
in the South and the West, where long-term financing was preferred 
for agricultural purposes. ^®^ But such financing tended to reduce the 
liquidity of the bank, and in the fall of 1831 Biddle tried to call a halt 
to the bank’s agricultural long-term credit expansion in the South 
and the West.^®- The West and the South were incensed at the thought 
of decreased credit facilities and retaliated by cries of “financial stran- 
gulation” and “the Monster.” '®® The second Bank of the United 
States should never have extended long-term loans in the agricultural 
area. In those days a commercial bank should have confined itself 
to self-liquidating, short-term commercial paper. The banks in the 
South and the West might have extended some long-term credit to 
their customers, if their liquid position permitted it. At any rate, the 
second Bank of the United States, as the large Federal bank, should 
not have competed with the smaller, commercial banks, especially not 
in loans of doubtful desirability. Jackson subscribed to the popular 
western concept of the bank as “the IMonster.” He was sure it was 

08 Dewey, The Second Bank of the United States, p. 243 
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an unconstitutional financial monopoly.^®'* Also Jackson asserted the 
bank was corrupt and had failed to establish a uniform and sound 
currencyd®^ Catterall, who made a most thorough study of the bank, 
pronounced it soundd®® Secretary of the Treasury IMcLane consid- 
ered the second Bank of the United States a help to the Government 
and business, and asserted that its notes gave the Nation a standard 
currency, more uniform even than the specie then in circulation^®^ 
After Jackson’s election, in 1832, the bank charter still had four years 
to run; but President Jackson feared that Biddle might use this period 
to cripple the finances of the country. He immediately ordered Secre- 
tary McLane to remove the Government deposits and distribute them 
among the state banks.’®^ In May, 1833, McLane was promoted to 
the office of Secretary of State, and William J. Duane came to the 
Treasury post. Duane was forced, in September, 1833, to yield his 
position to Mr. Taney, who carried out Jackson’s order on October 
I, 1833.^®® Jackson’s original orders were to remove deposits from 
the second Bank of the United States, but later they were modified 
to permit old deposits to remain. All new deposits were to be made in 
state banks. This action forced the second Bank of the United States 
to curtail its credit extension. Loans of the second Bank of the United 
States were called in, and its note circulation was reduced.”® Within 
a few months a scarcity of currency resulted, discount rates rose, and 
by May, 1834, severe financial distress was widespread. The credit 
deflation caused by the decrease in loans and notes of the second Bank 
of the United States terrified many and appeared to give substance to 
charges of the Jackson clique of “financial strangulation.” 

The Treasury might have rendered assistance to the bank during 
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the deflation of 1833, but the Secretary of the Treasury was Mr. 
Taney, who is better known for taking orders than for giving them.112 
Because of adverse public opinion a recharter of the bank was now 
impossible, and it continued to be gradually liquidated until March, 
1836, when the State of Pennsylvania chartered it as a state bank.^i^ 
During the entire period from 1791 to 1833 the outstanding posi- 
tion in the money market was held by the Treasury. The two national 
banks served in some respects as a central bank, since they facili- 
tated fiscal operations of the Government, collected the revenues, and 
tried to equalize the domestic exchanges. However, it was the Treasury 
that actually performed the more important central banking functions. 
It insisted upon payment in specie-backed notes, which induced the 
resumption of specie payment on state bank notes and resulted in 
equalized domestic exchanges. Furthermore, the Treasury aided the 
banks in time of stress by accepting thirty-day commercial paper in- 
stead of currency, by increasing Government deposits, and by prepay- 
ing the national debt. The Treasury felt responsible for the general 
banking and currency situation and acted accordingly. 

1834-1840 

TREASURY CENTRAL BANKING DURING THE SECOND 
ERA OF STATE BANKS AS GOVERNMENT 

DEPOSITORIES 

The years 1833 and 1845 mark, respectively, the beginning of the 
dissolution of the second Bank of the United States and the beginning 
of the final independent Treasury system. The period between 1833 
and 1846 is characterized by a brief experiment with an independent 
Treasury system and otherwise by the handling of Government funds 
by state banks. Treasury measures, such as the “Specie Circular” and 
the “Surplus Distribution,” had an important influence on the banks 
and the business communities. During the years 1833-1845 the po- 
sition of the Treasury as the most influential factor in the money mar- 
ket was uncontested, and it assumed several new duties of a central 
bank. 

The use of state banks as depositories began again on a large scale 
in October, 1833. The Secretary of the Treasury selected the banks 
to be entrusted with the public deposits. At first the standards of se- 
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lection were high. The Bank of the Manhattan Company, the I\Ie- 
chanics Bank, and the Bank of America were among those chosen. 
Only banks whose note circulation was on a specie paying basis were 
considered. Depository banks rendered weekly reports and had to 
submit to examination by the Treasury Department. The first exam- 
ination privilege had been granted to the Treasury Department in the 
Act of February 25, 1791 (i Stat. 191), which established the first 
Bank of the United States.^ As deposits of Federal funds increased 
during 1835 and 1836, the standards of selecting qualified depositories 
were relaxed. Especially in the West, many new banks were cre- 
ated whose only initial cash resources were the Federal deposits.’*^ 
This reflected gross negligence on the part of the Secretary of the 
Treasury in safeguarding the funds entrusted to his care.*^® 

From 1829 to 1840 the number of state banks increased by 572 
(from 329 to 901).“® One of the causes for the increase can be found 
in the circular letter of the Treasury Department to the depository 
banks, dated September 26, 1833, stating that *‘the deposits of public 
money will enable you to afford increased facilities to commerce and 
to extend your accommodations to individuals.” The implication was 
clear; Government funds were being supplied for commercial bank- 
ing purposes. The hint was not disregarded; new banks came daily 
into existence.^-® They were assured that the Government would not 
draw on its balances. The circular letter also recommended “mer- 
chants engaged in foreign trade” as the most deserving recipients of 
extended credit. 

The intentions of the Secretary of the Treasury were good. He 
wished the banks to extend credit to importers. A large part of the 
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Government revenue came from this group of businessmen and the 
Treasury funds could be increased by aiding them. However, the 
Government deposits were used only partly to assist foreign trade, but 
mostly for long-term investment purposes.^-^ Thus, indirectly the 
Treasury was furthering the excessive speculation leading to the Panic 
of 1837. 


The Treasury and the Panic of 1837 


The early eighteen thirties had been exceptionally prosperous years 
for the United States. Agriculture, manufacturing, commerce, trans- 
portation, and so forth were experiencing unusual growth. The minor 
depression which followed the contraction of credit by the second 
Bank of the United States in 1834 was soon forgotten. Imports had 
risen, customs receipts were large, and the income from the sales of 
public land was substantial. The heavy imports indicated a rising 
domestic price level of which foreign manufacturers were taking ad- 
vantage. It was believed that the upward trend in prices came from 
inflation of the currency due to excessive issues of bank notes. In 
January, 1835, as a result of the unusually large revenue, the Gov- 


ernment was enabled to pay off its debt, thus releasing other millions 
of dollars for deposit in banks which were used for discounts to land 
speculators.*"^ Clay and the Secretary of the Treasury suggested that 
the existing surplus revenue be distributed among the states for pur- 
poses of internal improvement.*-® Such distribution was to go into 
effect in January and April of 1837. Its purpose was sound, but it 
also led to an increase in note circulation and in bank deposits which 
became the basis of discounts to land speculators.*-® 


In 1836 sharply rising prices and excessive speculation were the 
first signs of the coming storm; but they were heeded by few.*^^ The 

credit structure became overextended and weak. Finally, in 1837, the 
inflation bubble burst. 
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The Treasury and the Specie Circular 


Another contributing cause to the Panic of 1837 was the so-called 
“Specie Circular” issued by the Treasury Department on July ii, 
1836. It received severe condemnation at the time.^^s retrospect the 
aim of the hard money advocates who brought about the issuance of 
the Circular to Receivers of Public Money and to the Deposit Banks 
has much to commend it. The object of the Treasury in issuing the cir- 
cular was to prevent the absorption of the public lands by speculators 
and to check the accumulation in the Treasury of western bank notes 
received in payment, many of which would doubtless prove inconvert- 
ible. The circular required that payments for public lands be made 
in gold and silver and forbade any Government officer to accept “for 
land sold, any draft, certificate, or other evidence of money or de- 
posit . . . unless signed by the Treasurer of the United States.” 

The Secretary of the Treasury calculated that the circular would 
force speculative land purchasers of the East to send or bring specie 
to the West. It was thought that since the western land offices would 
deposit the specie receipts, the specie reserves of the western deposit 
banks would be built up. It is doubtful whether the circular forced 
much specie to enter the West, but it did cast a shadow on the note 
issues of the western banks. The banks were placed in a peculiar 
position, for their paper was now discredited by the Government— a 
dangerous phenomenon for any banking system. 

The western banks faced another problem caused by the Surplus 
Distribution Act, passed June 23, 1836 (5 Stat. 52). According to 
sections 13 and 14 of this act, in January, 1837, the Government 
would distribute its surplus to the various states largely on the basis 
of their respective population. The preparation for these payments 
required a shift of larp parts of Government deposits from western 
anks to eastern institutions, since the populous eastern states re- 
ceived the larger share of the surplus revenue derived mainly from 
western land sales. The Government account on the books of the 
western bank was credited with specie, but more often than not the 
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western bank had received from the land office its own notes loaned 
to a customer instead of specie. It was obvious that the western banks 
could not shift the funds unless their specie reserves were built up. 
This was unlikely unless the Treasury redeposited the coin which it 
received in payment for the public land.^^- The Treasury refused to 
do so. Its attitude toward banks seemed no longer friendly, but hostile. 
The Act of June 23, 1836,^^^ clearly indicated the same antagonism 
by requiring 

. . . that all warrants or orders for the purpose of transferring the public 
funds from the banks in which they are now deposited, to other banks 
whether of deposit or not, for the purpose of accommodating the banks to 
which the transfers may be made or to sustain their credit, or for any other 
purpose whatever, except it be to facilitate the public disbursements and 
to comply with the provisions of this act, be and .the same are hereby pro- 
hibited and declared to be illegal.”^ 

This act is in sharp contrast to the circular letter of the Treasury De- 
partment issued September 26, 1833, which encouraged the use of 
Treasury funds for credit accommodations. Apparently Secretary 
of the Treasury Woodbury felt the Treasury should confine itself to 
fiscal duties only and leave banking to the bankers of the country. 
But even he could not disregard the traditional central banking func- 
tions of the Treasury. Within one year of the Act of 1836, (5 Stat. 52) 
he was actively supporting the money market. 

The Treasury and the Distribution of the Surplus Revenue 

The distribution of the Federal surplus by the Treasury during the 
early months of 1837 attacked the country’s inflationary prosperity 
from another angle. Confident that Government funds were theirs to 
hold for an indefinite period, the depository banks had in most cases 
made extensive loans and discounts and issued large quantities of 
notes on the basis of their Government deposits. Now that the Federal 
deposits were withdrawn the banks had to contract their lines of 
credit. If the extensions of credit had involved primarily short-term, 
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self-liquidating loans, the contraction would not have been very diffi- 
cult or serious. But a large proportion of bank loans in the West were 
for semipermanent advances on land. The calling in of the loans re- 
sulted in disaster. 


The amount involved in this surplus distribution was about $37,- 
000,000, consisting of specie and specie backed bank notes. It was 
to be paid in 1837 to the state treasuries on the basis of their repre- 
sentation in the Senate and the House in four equal installments. This 
required a major operation in the money market. The first installment 
of the surplus distribution was paid in January, according to schedule, 
but the second, in April, found some banks unable to meet the pay- 
ment, having lost much specie by the earlier installment. After the 
dissolution of the second Bank of the United States the public deposits 
had been distributed among the “pet banks,” resulting in the arbitrary 
placing of funds without regard for the legitimate needs of business.’ 
These pet banks were least able to make the necessary transfers. 

In the spring of 1837 specie hoarding was again rampant, and bank 
runs ensued. In spite of his recent emphasis on the fiscal activities of 
the Treasury, Secretary Woodbury felt it his duty to support the 
money market and the general business situation. To relieve the 
money stringency Treasury notes receivable for all public dues were 
issued resulting in the creation once more of a national debt.^’® These 
notes were taken by hoarders and public creditors. Government de- 
posits in banks increased.^®” The central banking action of the Treas- 
ury in helping the banks and the business community by issuing notes 
followed within one year of the passage of the Act of June 23” 1836, 
(S Stat. 52) which had been sponsored by the Treasury and which 
opposed Treasury assistance to the banks. Such inconsistency can 
be condoned only on the grounds of business expediency. Conditions 
in 1837 were not foreseen in 1836. It may be assumed that the Secre- 
tary of the Treasury did not anticipate that the “Specie Circular,” of 
July II, 1836, would result in the discrediting of bank notes, in 
hoarding of specie, and in monetary stringency. Also Secretary Wood- 
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bury did not foresee that the distribution of the surplus revenue 
would deprive the agricultural areas of much needed funds. Up to 
1836 the secretary’s motives seem to have been purely fiscal. The 
measures he sponsored were calculated to safeguard and dispose 
properly of the Treasury revenue. Unfortunately, too often the out- 
look of the Secretary of the Treasury must be wider than the confines 
of his fiscal duties. The fortunes of the Treasury Department are 
closely connected with those of the rest of the country. By 1837 Secre- 
tary Woodbury recognized this and acted accordingly. 

The dilemma in which the Treasury found itself in 1837 is well 
illustrated by developments in New York. A double drain of specie, 
domestic and foreign, forced the New York City banks, on May 10, 
1837, to suspend specie payments, and the Federal Government, 
caught in the midst of transferring its surplus millions to the states, 
was helpless. It was unlawful for the Treasury to deposit funds with 
non-specie-paying banks,”” and the Treasury could not remove de- 
posits, for it could not accept depreciated paper currency. The third 
installment of the surplus distribution already was met with a default, 
although of only $650,000, but the October payment involved a total 
default of $6,500,000.'“ Both the Government and the banks were 
enmeshed in the panic and in a year’s depression, to which both had 
contributed. A short-lived business recovery began in the summer of 
1838 and lasted until 1839. Then came a renewed and severe depres- 
sion which continued until 1843, causing many more bank failures. 
The Treasury was in no position to help the banks, even if it had so 
desired.”- Instead, the Treasury had to find a way to protect its funds. 
Since they were deposited in banks, they were subject to loss in times 
of crises. The lack of a strong central bank caused havoc in the finan- 
cial life of the Nation. The Treasury’s fiscal operations were so handi- 
capped during this depression that a new method of handling Treasury 

of June 23, 1S36, Section 5; 5 Stat. 52. Entire Act quoted in Hepburn, Hwfory 
of Coinage and Currency in the United States and the Perennial Contest for Sound 
Afoney, p. 482; Dunbar, Laws of the United States Relating to Currency, Finance and 
Banking, pp. 1 10-116. 

Beckhart, ed., The New York Money Alarket, Vol. I, p. 173: “Report on the 
Finances, 1837,” in U.S., Treasury Dept., Reports of the Secretary, Vol. IV, pp. 90-91 ; the 
Act passed October 2, 1837 (5 Stat. 201), entitled “.-Xn Act to postpone the Fourth In- 
stalment of Deposits with the States” until January i, 1S39, amended the Act of June 
23. 1836 (5 Stat. 52). 

142 See Appends III, below. 
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funds seemed urgently needed. The solution was the Independent 
Treasury System. 


1840-1841 

THE TREASURY INDEPENDENT OF THE BANKS 

After the Panic of 1837 the financial problem of the United States 
took a new form. How could the Nation provide itself with central 
banking service without the establishment of an institution called a 
central bank? The banking funds of the Nation had increased in 
amount and its economic life in complexity. A large financial institu- 
tion was needed which would at least manage the Government funds 
and which would devote itself primarily to the public interest. The 
state banks and the Federal depositories had treated the Government 
funds more or less as a gift and had not been too careful of their use.^^’ 
Furthermore, many of them had been forced to suspend specie pay- 
ments during the depression of 1837. The heavy losses which the 
Government had incurred during the panic brought to public atten- 
tion the critical situation of the Nation’s finances. Many remem- 
bered the efficiency with which the national banks had transacted the 
Government business. Some statesmen, including Clay, felt that 
the American banking system would constantly be threatened with 
panics and collapse unless a centralized Federal bank was created. 
Yet the Jacksonian struggle with the national banks had given the 
public the wrong kind of impression with reference to central banking. 
No political party felt it could risk its chances of victory by violating 
the public prejudice against central banking. The result was, as so 
often happens in American politics, a compromise plan which could 
be used to attain substantially the same object that had been achieved 
under the national or quasi-central banking regime without admitting 
that what was being instituted was a form of central banking.^^^ The 
plan eventually adopted was the Independent Treasury System. It 
was to be an institution, under direct Treasury control, which would 
hold the public money and make payments and disbursements upon 

^^3 Willis, The Theory and Practice of Central Banking, p. 62; “Report on the Fi- 
nances, 1838,” in U.S., Treasury Dept., Reports of the Secretary, Vol IV. p 107 

Beckhart, ed., The New York Money Market, Vol. I, p. 164. 
i^eschurz, Henry Clay, in “American Statesmen Series,” Vol. XX, pp. 139-140. 

Willis, Theory and Practice of Central Banking, p. 63. 
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a specie basis.'*® It would not only guarantee safety of the public 
funds but also lay a foundation for the currency and banking system 
and as such would be performing several central banking functions. 

The first concrete political approval of the idea of the Independent 
Treasury System, which was to separate public revenue from the 
risks of the banking system, came in the message of President Van 
Buren to the special session of the 25th Congress, on September 4* 

fhe Government collect, keep, and disburse its own funds. 
Mr. Van Buren maintained that the fiscal receipts of the Government 
should not be kept in the banks. It was also recommended that all 
dues be collected in specie, and no exceptions were to be made even in 
the case of bank notes of specie paying banks."® Already on May 12, 
the Secretary of the Treasury, Mr. Woodbury, had ordered the col- 
lecting officials temporarily to retain all future Government receipts, 
instead of depositing them in banks.'"® To Mr. Van Buren the con- 
tinuation of this policy seemed sound. He declared it was no part of 
the Government’s business to regulate domestic exchange.'**' Mr. 
Van Buren felt that Government deposits in banks resulted in an un- 
equal distribution of funds, more funds being available in the area 
where the Federal depositories were located than elsewhere. This 
unequal distribution in turn caused variations in the rate of domestic 
exchange. To offset these the Treasury felt obliged to try to equalize 
domestic exchange rates by new deposits.'*"- Also, the notes of banks 
receiving Government specie deposits usually circulated at figures 
closer to par value than the notes of banks not enjoying the deposit 
privilege. But on the other hand, Van Buren was opposed to a national 
bank because the people had declared against it in two elections, and 

1*8 ‘‘Report on the Finances, i 837 »” in U.S., Treasury Dept., Reports of the Secretary, 
Vol. IV, p. 13. 

i-*® U.S., Congress, Register of Debates and Proceedings in the Congress of the United 
States, Vol. XIV, Part I, p. 78- 

150 “Report on the Finances, 1837/’ in U.S., Treasury Dept., Reports of the Secretary, 
Vol. IV, p. 59. 

151 Compare with the statement of Secretary Shaw in 1907- “The Treasury now holds 
(November 20) in its own vaults a working balance of $78,000,000, as much as can pos- 
sibly be spared of which will be deposited if business conditions require it, though it 
become necessary to pay the current expenses of the government with checks on de- 
positary banks. The money of the country belongs to the people, and Treasury opera- 
tions must be made subordinate to the business interests of the country. U.S., Treasury 
Dept., Annual Report of the Secretary, 1906, p. 40. 

152 “Report on the Finances, i 837 »’’ in U.S., Treasury Dept., Reports of the Secretary, 

Vol. IV, pp. 29-30. 
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the heavy hand of Jackson lay over Van Buren.^” The possibility of 
a revival of the Federal bank project was unlikely. 

In 1837 Congress did not act upon the President’s recommendation, 
but during the years 1837 to 1840 Van Buren kept the plan of the 
Independent Treasury constantly before Congress, hoping legislation 
to that end would be passed. The Government had been forced to 
discontinue the use of the state banks as depositories and to revert 
to the older method of leaving the money with the receivers and col- 
lectors on whom drafts were directly made.'^^ As Government de- 
posits could not be withdrawn immediately from the banks, the ad- 
ministration was much hampered; but Secretary Woodbury was 
indulgent. He was one of the few secretaries who by bitter experience 
learned of the close connection between Government finance and the 


banks and who came to recognize the necessity for adjusting Treasury 
operations to meet the exigencies of the money market.'®'^ 

Secretary Woodbury learned from experience. During his early 
years of service with the Treasury he had seen the Surplus Distribu- 
tion Act (5 Stat. 52) and the “Specie Circular,” of July n, 1836, 
seriously injure the banking structure. The adverse effects of those 
measures more than canceled out the fiscal improvements which they 
were planned to achieve. The Treasury can rarely benefit at the ex- 


pense of the banking system. It was the same Secretary Woodbury 

who later in 1837 issued Treasury notes to alleviate the stringency 
and to support the banks.^““ 

He also recognized that Government deposits would have to be 
withdrawn from the banks very gradually if the Independent Treas- 
ury System was to be installed without seriously injuring the credit 
structure of the business community. A vital source of credit would 
be cut off when Government funds became unavailable and were kept 
in the Treasury vaults instead of in the banks. Still, he recognized 
that it was the problem of the banks, not the Treasury, to provide 
credit facilities for the business community. Finally, on July 4, 1840, 


Schurz, Henry Clay, “American Statesmen Series,” Vol. XX, p. 134. 

1 =^ “Report on the Finances, 1837,” in U.S., Treasury Dept., Reports of the Secretary 
Vol. IV, p. II. 

“Report on the Finances, 1838,” in U.S., Treasury Dept., Reports of the Secretary 
Vol. IV, p. 184. 

'•'“‘See above, p. 42; “Report on the Finances, 1838,” in U.S., Treasury Dept 
Reports of the Secretary, Vol. IV, p. 182. 

Ibid., p. 185. 
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toward the close of Van Buren’s administration, the bill for an Inde- 
pendent Treasury was passed (S Stat. 3 ^ 5 )• 

Although Van Buren sponsored the bill, the idea did not originate 

with him. It has been said that the plan was suggested by Jefferson 
to Dallas. Later, Gouge advocated it.'^® Others maintain that Senator 
Gordon of Virginia supported such a measure in 1834, and in later 
debate Senator Silas Wright, of New York,*"'' took an active part. 

The arguments for and against the Independent Treasury were 
many and varied. The best case for it was made by William Gouge 
in his pamphlet An Inquiry into the Expediency of Dispensing with 
Bank Agency and Bank Paper in the Fiscal Concerns of the United 
States, published in 1837. Gouge was for thirty years connected with 
the Treasury Department and gave later secretaries of the Treasury 
the idea that business in general benefits from separation of the fiscal 
operations of the Government from the banks. He asserted that money 
lying in the Government’s separate vaults was not being wasted in 
unproductive idleness. “In a country such as ours there ought to be 
somewhere a reserved fund of gold and silver, and no more appropriate 
place can be found for such a reservoir than the United States Treas- 
ury,” urged Gouge. He elaborated further, “Nor should the banks 
complain, for they benefit by the system of keeping the public money 
in special vaults. If in their vaults, it would lead to new inflations; if 
in the public depositories, more or less of it will come to their aid in 
times of emergency.” *®‘’ 

In favor of an Independent Treasury, it was also argued that public 
money would be more secure, that specie circulation would be pro- 
moted and currency made more uniform, and that the Government 
ought to be able to manage its own finances. Furthermore, without an 
Independent Treasury the failure of the banks might at any time 
deprive the Treasury of its deposits and jeopardize the credit of the 
country.*®* This last argument seemed particularly valid, since the 

1 =*® Dewey, Financial History of the United States, p. 253. 

*^®Kinley, Independent Treasury, p. 26; Chapman, Fiscal Functions of the Federal 
Reserve Banks, p. 28. 

ICO Gouge quoted in the U.S., Treasury Dept., Report of the Secretary, i 8 s 4 > P- 268; 
later secretaries, including Cobb, adopted Gouge’s attitude that the Government should 
try to alleviate depressions. Cobb went further by stating that unemployment attend- 
ing depressions could be relieved by increased Government expenditure on public works. 
This is certainly a modern view; U.S., Treasury Dept., Report of the Secretary, iSyy, 
p. 21. 

ici Kinley, Independent Treasury, p. 37; “Report on the Finances, 1837,” in U.S., 
Treasury Dept., Reports of the Secretary, Vol. IV, pp. 197-198. 
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state banks collapsed again in 1839. However, Government losses 
were minimized this time, because since 1837 collecting officers had 
held Government funds safe in their own possession. 

Opposition arguments against the Independent Treasury were best 
presented by Albert Gallatin. He opposed the Independent Treasury 
on two grounds: (i) The system was unfair to the specie-paying 
banks, because it deprived them of Treasury deposits; (2) The sys- 
tem led to the danger of an accumulation of specie in Treasury vaults, 
especially when income exceeded expenditure. The excess currency 
receipts could not be distributed to the country, since they could not 
be deposited in banks. This latter point proved to be one of the 
most serious drawbacks of the system. 

Webster characterized the bill as a backward step, from depend- 
ence on credit to bolts and bars. 

The use of money is in the exchange. It is designed to circulate, not to be 
hoarded. All the Government should have to do with it is to receive it 
today, that it may pay it away tomorrow. It should not receive it before 

it needs it, and it should part with it as soon as it owes it. To keep it 

that is, to detain it, to hold it back from general use, to hoard it, is a con- 
ception belonging to barbarous times and barbarous governments.^®^ 

This point of view reflects sound principles of public finance. The 
Treasury should arrange its fiscal operations in such fashion that its 
receipts and disbursements are balanced at any one time. If they are 
unequal, the funds should be deposited where they will advance the 
public welfare or do the least harm. 

Most of the other arguments against the Independent Treasury 
were mainly political. For instance, Clary said: “Public funds would 
be unsafe in the hands of public officers . . .” 

The act inaugurating the Independent Treasury System was finally 
passed on July 4, 1840 (5 Stat. 385), although as it turned out it was 
not to remain in force for very long (until August 13, 1841). During 
the months that the first Independent Treasury System was used the 

“Report on the Finances, 1838,” in U.S., Treasury Dept., Reports of the Secretary, 
Vol. IV, p. 193. 

^‘■'3 Gallatin, Suggesti 07 i 5 on the Banks and Currency of the Several United States, p. 88. 

164 Speech on the Subtreasury delivered in the Senate, March 12, 1938 in Webster 
Writings and Speeches, Vol. VIII, p. 193. 

Speeches on the Subtreasury Bill delivered in the Senate on September 25, 1837 
in Clay, Life and Speeches, Vol. II, p. 293. 
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system worked smoothly. There seemed to have been little change in 
the operations of the Treasury. State banks were still employed as 
depositories, though to a limited extent.^®® 

The first Independent Treasury had no satisfactory connections 
with the banking system. It inherited a few small accounts, remainders 
of the period between 1833 and 1837. Nevertheless, the specie receipts 
and disbursements of the Treasury affected the reserves of banks. 
Specie paid into the Treasury was no longer available for bank re- 
serves. Specie disbursements by the Treasury speedily found their 
way into bank reserves. The accounts of individuals were changed by 
these transactions, as well as the reserve ratio of the banks. The first 
Independent Treasury was thus indirectly regulating the extension 
of credits and performing a central banking function. Not even a law 
can prevent Treasury fiscal operations from affecting the reserves of 
banks. 

The first Independent Treasury held the public money and in- 
sisted at the same time upon actual specie payments and disburse- 
ments. The presence of a slowly increasing amount of specie in the 
Treasury vaults in 1840-1841 did not prevent depressed conditions 
from existing in the country. To revive business, confidence was 
probably more needed than specie. However, the first Independent 
Treasury system did carry out successfully another function of a 
central banking institution — the safekeeping of Government funds. 
The failure to produce a business recovery cannot be held against the 
Independent Treasury System. It was established primarily as a Gov- 
ernment depository, not as an institution to maintain sound business 
conditions. Although its advocates, including Gouge, expected that 
the Independent Treasury would aid the business community in times 
of stress, the first Independent Treasury, because of its short life 
and small specie resources, was handicapped and could not fulfill what 
is today considered one of the primary functions of a central banking 
institution — to render assistance in the maintenance of economic 
stability. 

The first use of the Independent Treasury system was short-lived. 
The act of July 4, 1840 (5 Stat. 385) was repealed August 13, 1841, 

*'■'0 Bcckhart, ed.. The ^€w York Money Market, p. iSo; "Report on the Finances, 
1840," in U.S., Treasury Dept., Reports of the Secretary, Vol. IV, p. 368. 

Ibid., p. 35g; sec also Appendix II, below. 

Ibid., p. 366. 
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(5 Stat. 439) due to the fact that the Whigs dominated the 27th Con- 
gress, which met in session on May 31, 1841, and was pledged to 
establish a third Bank of the United States. Tyler thwarted the plan 
of organizing a new bank, maintaining that it was unconstitutional 
for the Federal Government to authorize branches in the states with- 
out their consent. 


1841-1845 

TREASURY CENTRAL BANKING DURING THE THIRD 

ERA OF STATE BANKING 

The repeal of the first Independent Treasury Act necessitated a 
complete return to the use of state banks as depositories until 1846, 
when the Independent Treasury was reestablished and began its long 
career. In the meantime, from September, 1841 to August, 1846, bank 
notes were accepted in payment by the Treasury and deposits of the 
Government went to the state banks on terms similar to those under 
which the transfer from the second Bank of the United States to the 
state banks had been made in 1833.1’“ 

During the years 1841-1846 the fiscal operations of the Treasury, 
its receipts and disbursements, directly affected the Government 
balance on the books of the banks and therefore the reserves of the 
banks. The effect of Treasury transactions on the credit structure of 
the country during this period was more direct and continuous than 
it had been for many years. It is true that the effect was largely un- 
intentional and therefore did not involve conscious central banking 
functions. But it was potent just the same because of the volume and 
size of the Treasury transactions. The Treasury, by affecting the re- 
serves of banks, was unintentionally wielding power normally associ- 
ated with a central bank. 


SUMMARY 

During the years from 1789 to 1846, inclusive, the Treasury estab- 
lished itself as the leader in the money market. Its leadership was 
twice reduced by the creation of national commercial banks, which 

Hepburn, History of Coinage and Currency in the United States and the Perennial 

Contest for Sound Money, p. 145; U.S., Congress, Congressional Globe. 27th Cong 
ist Sess., Vol. X, p. 7. ' 

”« Kinley, Independent Treasury, p. 43; see also Appendix II, below, and above, pp. 
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performed vital central banking functions, such as, keeping the 

Government funds safe; disbursing and transferring Government 

“money”; and exercising care over the commercial banks by persuad- 
ing them to redeem their notes and to keep their assets “liquid.” The 
latter paternal influence was difficult to maintain, since the national 
banks were essentially large commercial banks and did not always 
have excess funds. The Treasury usually did have ultimate reserve 
power and could help them in times of difficulty by accepting thirty- 
day paper, increasing Government deposits,^"- prepaying the public 
debt,^^^ and issuing notes and bonds. 

Early in the history of the Treasury Department some secretaries 
of the Treasury seemed conscious of the fact that the Treasury De- 
partment because of its unique position as the largest disburser and 
receiver of funds would be able intentionally and unintentionally to 
affect the reserves of commercial banks. This power belongs in the 
hands of a central bank, and some officials realized that their Treasury 
duties would imply consideration of the monetary welfare of the 
Nation, as well as the fiscal problems of the Treasury Department. 

After the chaos of state banking and the Panic of 1837, the need 
was felt for an agency which could keep the Government funds safe 
and the currency of the country sound. The Treasury assumed these 
duties under the Independent Treasury System; thus adding to the 
central banking functions which it was already performing. 

Secretary Hamilton in 1792. 

^‘2 Secretary Dexter in Crisis of 1801; Secretary Crawford in Crisis of 1818. 

Secretary Crawford in the Stringency of 1S24. 

Secretary Woodbury in the Crisis of 1837. 



CHAPTER III 


The Rise of the Independent Treasury 

as a Central Bank 

1846-1865 

T he years from 1846 to 1865 saw a great extension in the central 
banking functions of the Treasury. The Independent Treasury 
System, first tried out in 1840, finally went into operation in 1846, 
and although it was legally designed as an institution calculated to 
serve only the fiscal needs of the Treasury, within a short time it de- 
veloped into a powerful organization fulfilling vital central banking 
functions. 


THE ACT OF 1846 

In aims and contents the second Independent Treasury Act of 1846 
(9 Stat. 59) followed practically the same lines as the first Inde- 
pendent Treasury Act of 1840 (5 Stat. 385). The second act, designed 
to provide for the better organization of the Treasury and for the 
collection, safe keeping, transfer, and disbursement of the public 
revenue, was unquestionably a victory for the hard-money Demo- 
crats. It provided in the first five sections for “places of deposit of 
the public money” in Washington, Philadelphia, New Orleans, New 
York, Boston, Charleston, and St. Louis. ^ The principal clause, sec- 
tion six, required all officers of the Government 

. . . to keep safely, without loaning, using, depositing in banks or exchang- 
ing for other funds than as allowed by this act, all the public money col- 
lected by them or otherwise at any time placed in their possession and 
custody, until the same is ordered by the proper department or officers of 
the government, to be transferred or paid out. 

Sections 18 and 19 contained the provisions around which debate had 
raged most fiercely. In these sections occur the famous specie clause. 

Finances, 1S46,” in U.S., Treasury Dept., Reports oj the Secretary, 

Vol. VI, pp. 41-42. 
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which requires the payment of public dues and disbursements in gold 

or silver coin or Treasury notes only.- 

The Act of August 6, 1846, provided for the separation of the fiscal 
activities of the Treasury from the banks. It made the Government 
its own banker; and, taken in connection with the laws sanctioning 
the emission of Treasury notes,'** the Sub-treasury, or Independent 
Treasury Act “virtually made the Treasury a bank of issue.”-* So 
far as the banks were concerned, the new system meant the loss of 
Government deposits, which in turn forced the banks to decrease 
their discounts; ^ and the Independent Treasury System also in- 
volved the withdrawal of the support of Government credit from the 
banks’ notes. But the banks had no reason to complain. The Govern- 
ment is not responsible for bank notes which cannot be kept circulat- 
ing at par without Treasury support. It is the duty of the bank itself 
to see that its notes are convertible at par without the aid of public 
credit. 

The work which the second Independent Treasury System had to 
accomplish seemed simple enough, consisting merely of the receipt 
and payment of public money. Commercial banks could not be used 
as Government depositories and bank notes could not be accepted in 
payment by collectors of the revenue. Accordingly, these Government 
agents were compelled to handle huge amounts of specie. It has been 
said that the satisfactory operations of the second Independent Treas- 
ury System during the period from 1846 to the Civil War was due, not 
to the provisions of the law, but to the prosperity which the country 
enjoyed.® The unusually large grain exports of 1847 brought in more 

-9 Stat. 59; Dunbar, Laws oj the Vnited States Relating to Currency, Finance and 
Banking, pp. 138-142. 

^Thc first law sanctioning the emission of Treasury notes was passed on June 30, 
1812 (2 Stat. 766). This was followed by further legislation along the same lines- the 
Acts of February 25, 1813 (2 Slat. 801); March 4, 1814 (3 Stat. 100); December 26 
1814 (3 Stat. 161) ; and February 24, 1815 (3 Stat. 213). On March 3, 1817, an act wai 
passed terminating authority for loans and Treasury notes (3 Stat. 379). Some twenty 
years later, on October 12, 1837* (s Stat. 201), an act was passed authorizing Treasury 
notes. Other similar laws which followed up to the time of the Independent Treasury 
2\ct were the Acts of March 2, 1839 (5 Stat. 370); February 13. 1841 {5 Stat. 411)- 
July 4, 1840 (5 Stat. 370) ; February 15, 1841 (5 Stat. 411); July 4, 1S40 (s Stat. 383)! 
January 31 1842 (3 Stat. 469) ; August 31, 1842 (3 Stat. 381) ; and July 22, 1846 (9 
Stat^39). See Dunbar, Laws of the United States Relating to Currency, Finance and 
Banhng pp 63, 68, 70, 73, 96, 118, 122, 124, 123, 130, 132, 133, 137. 

Kinley, Independent Treasury, p. 55. 

^Ibid., p. 58. 

® Chapman, Fiscal Functions of the Federal Reserve Banks, p. 30. 
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than $37,000,000 of specie, and gold discoveries of California further 
helped the Treasury." 


SECRETARY WALKER AND THE MEXICAN WAR 

The first crisis faced by the Independent Treasury was financing 
the Mexican War. Under the provisions of the Act of January 28, 
1847, the Government issued $18,000,000 of Treasury notes of one to 
two years maturities and contracted a loan of $23,000,000, which was 
used in part to fund the notes.® But the Government did not encounter 
any difficulty m securing funds, as the war was popular and confidence 
in the country was widespread. The Government notes and bonds en- 
joyed a favorable market and were consistently selling at par or above 
because of the specie clause which provided for redemption in coin 
and because the “Constitutional Treasury” proved highly successful 
in preventing inflation and suspension.® The Treasury, by keeping the 
revenue in its own vaults rather than in the banks, checked an infla- 
tionary increase in bank notes and speculative excesses which nor- 
mally follow. In this way. Secretary Walker asserted in his annual 
report, the country had been saved from the crisis of 1847 through 
which Great Britain was suffering.^® During the Mexican War period 
the Independent Treasury, by maintaining specie payments, had pro- 
tected the monetary standards of the country and helped stabilize 
prices of goods and securities. Secretary Walker further stated that if 
the specie had been deposited in banks, large quantities of additional 
bank notes might have been issued resulting in a ruinous paper in- 
flation, rising prices, and finally exportation of specie.'* However, the 
effect of Treasury action upon the banks was not wholly beneficial, as 
Walker asserted them to be; the accumulation of idle funds in the 
Treasury, although small, must have been a drawback to business 
activity, because the specie, if deposited in banks, might have formed 

the basis for loans and discounts necessary for legitimate business 
expansion. 


Vol.“vi,C ’ - of 

PirlnctndTai.kin^^. Relating to Currency, 

VoI.“vI.Tx3°," ’ - ^^I’orts of the Secretary. 

p. 1 29. 
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SECRETARY GUTHRIE STARTS THE INDEPENDENT 
TREASURY ON THE ROAD TO INTERVENTION 

IN THE MONEY MARKET 

The operation of the Independent Treasury Act exerted little in- 
fluence upon the currency so long as the Federal revenues did not 
greatly exceed expenditures. Secretary Guthrie, in his report of De- 
cember, 1856, said that the Sub-treasury or Independent Treasury 
might “exercise a fatal control over the currency, the banks, and the 
trade of the country and will do so whenever the revenue shall greatly 
exceed the expenditure.’’ In 1853 the Treasury Department faced 
the problem of dealing with surplus Government funds which were 
accumulating in the Treasury and being kept out of the channels of 
commerce.'" Guthrie feared a panic, and in order to prevent a strin- 
gency in the money market the Secretary of the Treasury used part 
of the surplus funds to buy silver bullion for new coinage, thus return- 
ing the Government surplus to circulation and increasing the reserves 
of commercial banks.' * But Guthrie found this method alone insuffi- 
cient and soon used another method to restore funds to the banks by 
“forced debt payment” or redemption of the public debt before ma- 
turity.*'' By 1836 the public debt had been eliminated: but lowered 
revenues after 1837 and the Mexican War created a new debt which 
by 1850 amounted to about $63,000,000.'** The repayment of such an 
amount would have been sufficient to absorb a large Treasury surplus, 
but the law required that redemption be made at par.'^ This seemed to 
preclude the possibility of redeeming bonds when they were selling 
at a premium. But when the market prices of Government bonds rose 
above par, the Secretary of the Treasury could not use the surplus, if 
such existed, to “redeem” bonds and thereby relieve a market strin- 
gency. However, Section 3 of the Civil and Diplomatic Appropriation 
Act of March 3, 1849, gave the Treasury the power to “buy” bonds at 
the market price,'® Secretary Guthrie elected to purchase Government 
bonds under authority of the Act of March 3, 1849. Thereby, he took 
advantage of the possibility of prepaying the public debt, and even 

>2 U.S., Treasury Dept., Report of the Secretary, i8s6, p. 32. 

>3 See Appendix II. U.S., Treasury Dept., Report of the Secretary, 1853, p. 6. 

Ibid., pp, 6-7. See Appendix V. 

i^Act of March 3. 1795; i Stat. 433; Dunbar, Laws of the Vrtited States Relating to 
Currency, Finance and Banking, pp. 35-42. 1 

^8 9 Stat. 369; Dunbar, Laws of the United States Relating to Currency, Finance and 
Banking, p. 146. 
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when Government bonds were at a premium of 21 percent, in 1853, 
he purchased bonds in order to relieve the monetary stringency and 
avert a panicd" Throughout the remainder of his administration of 
the Treasury (1853-1857) Secretary Guthrie gave the subject of 
paper money in circulation much attention. 

The history of the Sub-treasury system reveals periodic increases 
in Government revenue and repeated attempts by the Treasury to 
ease the stringency by use of the surplus in paying off the public 
debt.-® The purchase of Government obligations by the Independent 
Treasury decreased its idle accumulations in the vaults and partly in- 
creased the money in circulation. Individual deposits and reserves 
of commercial banks may also have been increased by these purchases, 
thus enabling the banks to extend more credit to their customers and 
relieve the stringency in the money market. This power of the Treas- 
ury of increasing reserves of commercial banks through open market 
operations is usually reserved for a central bank. It is true, in giving 
the Treasury the power to buy and sell Government obligations the 
legislators were not aware of its central banking implications. At that 
time Congress was merely concerned with fiscal activities of the 
Treasury. But several secretaries of the Treasury realized the in- 
fluence which Treasury fiscal activities have on the reserves of com- 
mercial banks and considered in their actions the banking problems 
of the country, as well as the fiscal necessities of the Treasury. Other 
secretaries took a more narrow view and let fiscal considerations 
predominate. But even these secretaries of the Treasury, because of 
the circumstances surrounding their fiscal duties, often unintentionally 
helped the banks and at times intentionally tried to fill the void created 
by the lack of a central banking institution.-^ 

THE CRISIS OF 1856 AND TREASURY CENTRAL 
BANKING UNDER SECRETARY COBB 

During the 1850’s the banks had become heavily interested in rail- 
road construction. As a result, the banks found it difficult in the 

^®U,S., Treasury Dept., Report of the Secretary, 1833, pp. 6, 41. 

20 See below, Crisis of 1884, Secretary Folger, p. 76 ; Stringency of 1887, Secretary 
Fairchild, p. So; Stringency of 1890, Secretary Windom, p. 88. 

See above. Panic of 1837, Secretary Woodbury, p. 39; see below, Crisis of 1873, 
Secretary Richardson, p. 70; Treasury Surplus of 1888, Secretary Fairchild, p. 81, see 
pp. 101-104 on secretaries Shaw, Gage, and Cortelyou. 
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summer and fall of 1856 to satisfy their customers’ demands for 
short-term commercial discounts.-- Rates of interest rose steadily. 
During the years 1854 and 1855 the customs receipts were unusually 
heavy.- * Large amounts of specie were allowed to accumulate in the 
Government vaults.-* This policy contributed to the strain in the 
money market. In so far as the Treasury accumulations restrained 
further lending for speculative purposes, the Treasury influence, un- 
intentional though it was, must have been to prevent the tide of 
speculation from rising as high as it otherwise would have done or to 
bring on the inevitable crash sooner.-^ Serious trouble concerning the 
liquidity of commercial bank assets began in August, and by October 
13, 1856, eighteen New York City banks, the mainstays of the coun- 
try's financial system, suspended specie payments.^® 

The symptoms of the coming panic had been felt early in the year, 
and to avert disaster Secretary Cobb began the purchase of bonds, 
his purpose being, in his own words, to afford “relief to the commer- 
cial and other interests of the country, which were then struggling 
to ward off the revulsion which finally came upon them.” He further 
justifies his intervention in the money market by stating, 

A revulsion in the monetary affairs of the country always occasions more 
or less of distress among the people, the consequence is, that the public 
mind is directed to the government for relief, and particularly to that branch 
of it which has charge of its financial operations. There are many persons 
who seem to think that it is the duty of the government to provide relief 
in all cases of trouble and distress. . . . They see no other agency capable 
of affording relief, and their necessities force them to the conclusion that 
the government not only can, but ought to relieve them.-® 

Treasury intervention, exemplified by pumping funds into the 
market through payment for bonds repurchased, proved effective. 
Between the first of August and the seventh of December the banks 
gained specie from the proceeds of the purchases of bonds by the 
Government. The Secretary of the Treasury continued buying bonds 
and felt that it might be wise to spend the entire Treasury surplus 

--Hepburn, History of Coinage and Currency in the United States and the Perennial 
Contest for Sound Money, p. 163. 

-•* See Appendix I\’. -‘See .Appendix II. 

Kinley, Independent Treasury, p. 223. 

U.S., Treasury Dept., Report of the Secretary, iSyO, p. 16. 

-■ U.S.. Treasury Dept., Report of the Secretary, iSyy, p. 11. 

Ibid. 
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revenues to aid the liquid position of the banks, even if Government 
expenses would have to be met later by new loans.-" In fact, on De- 
cember 23, 1857, the balance was so low that the Treasury felt obliged 
to borrow $20,000,000 on short-term notes. 

Whether the Treasury action in this crisis was wise is a matter of 
controversy. The early restraining influence on excessive speculation 
certainly was beneficial. But the restraining influence of the Treasury 
was discontinued too soon and replaced by a policy of feeding the 
money market through the repurchase of Government bonds. The 
Secretary offered help too far in advance of the real crisis and thus 
held out hope to speculators that they could rely on further aid."i It 
had been said that the accumulations in the Treasury vaults should 
have been permitted to increase until the speculation faltered and the 
crisis was at hand, for premature disbursements from the Treasury 
may intensify rather than mitigate financial distress. Whatever its 
effect on speculation, the specie outflow strengthened the banks and 
made resumption of specie payment of bank notes easier. The latter 
occurred about the middle of December, 1857.^= 

In retrospect it is, perhaps, easier to note wherein Treasury action 
to mitigate the crisis of 1856 might have been improved. We now can 
see the successive events of 1856 and 1857 in their true perspective, 

and we have learned much since that time about the causes and the 
nature of depressions. 

Monetary theorists who believe that crises can be alleviated by 
Government disbursement of money might assert today that the 
Treasury in 1857 poured funds into the market too soon.^® 
ingly overlook the fact that the Treasury used whatever knowledge 
and means it had at its disposal; the Treasury’s only important 
weapons were its specie holdings. As for proper timing, too little was 
known of the causes of crises and their customary course to help Cobb 
in the timing of Treasury disbursements. 

^^U.S., Treasury Dept., Report of the Secretary, iSyy, p. 12; Kinley, Independent 
Treasury, p. 222. 

“"ii Stat. 257; Love, Federal Financing, Appendix, item 97; Dunbar, Laws of the 

United States Relating to Currency, Finance and Banking, p. 149; sec also Appendix 
II, below. 

Chapman, Fiscal Functions of the Federal Reserve Banks, p. 30. 

32 Dewey, Financial History of the United States, p. 254. 

33 For a later depression, for example, 1873, they might maintain that the Treasury 
assistance came too late. See p. 70. 
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How was the Secretary of the Treasury to be able to apply exactly 
the correct remedy at precisely the correct moment when there was 
a general disagreement about the cause of the depression? Free 
traders, including Henry C. Carey, contended that high duties tend 
to produce crises, while financiers, such as Samuel Hurd Walley, 
maintained that there would be little danger of crises if all business 
were conducted by barter or with hard money. According to Walley, 
it was to the introduction of the credit system that these troubles 
must be laid.^^ Edward Everett went further and said. 

If I mistake not, the distress of 1857 was produced by an enemy more 
formidable than hostile armies; by a pestilence more deadly than fever or 
plague; by a visitation more destructive than the frost of Spring or the 
blights of Summer. I believe that it was caused by a mountain load of 
Debt.^'' 

The remedy was to keep out of Debt. George Dutton in his exposi- 
tion of the Crisis of 1857 stressed the psychology of businessmen 
and declared that “only a little confidence was needed'' to restore 
prosperity.^^ Gouge held that the remedy was to do away with banks. 
By inflating the currency, he said, they raise prices above the level of 
other countries, inducing an unfavorable balance of trade and gold 
exports. As the notes are presented to the banks for specie to be 
shipped abroad, the banks are forced to call in their loans, contract 
the currency, and precipitate a fall in prices. The fall in prices checks 
imports and stimulates exports causing a reflux of specie into the 
country. The banks get renewed confidence, expand their loans and 
the cycle repeats itself.^® Secretary Cobb had his own ideas; he felt 
that a stringency might be caused by the Treasury accumulations in 
its vaults, and accordingly he sought to relieve the situation by putting 
his idle funds into circulation by purchasing bonds.^® 

Qualitative theorists today might maintain that the difficulty was, 
not in the timing of the purchases of bonds by the Treasury, but in 
the type of investments which the banks had made. If they had ex- 
tended loans for self-liquidating transactions instead of long-term 

Carey, Financial Crises: Their Causes and Effects, p. 8; Miller, Banking Theories 
in the United States before i860, p. 188. 

Walley, The Financial Revulsion of iS$7, p. 9. 

3 ® Everett, Mount Vernon Papers, p. 167. 

Dutton, The Present Crisis or the Currency, pp. 4-16. 

Gouge, A Short History of Paper Money and Banking in the United States, p. 25. 

U.S., Treasury Dept., Report of the Secretary, 1857, p. 12; sec also Appendix V, 
below. 
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investments, the liquid position of the banks might not have been 
threatened at all. A fair judgment of Cobb’s activities must admit that 
the Secretary of the Treasury did the very best that he could with 
the materials and knowledge at his disposal. In depleting the Treasury 
surplus to protect and strengthen the banking situation and general 
business, he subordinated fiscal considerations to the central banking 
activities of the Treasury. 

A very desirable result of the existence of the Independent Treasury 
at that time was the maintenance of specie payments by the Govern- 
ment. Had the public money been deposited in the banks or had the 
receipt of bank notes for public dues been lawful, the Treasury would 
have been as seriously embarrassed as it was at the beginning of the 
Panic of 1837. At that time, the attempt of the Government to with- 
draw its deposits in order to meet its obligations weakened the banks 
and added to the general panic and pressure. Twenty years later, in 
1857, the disbursement by the Government of its own funds which 
it had kept readily available in its own vaults, supplied the banks 
with specie, and strengthened their liquid position.^® 

By the summer of 1858 the bank crisis was over, but recovery had 
not set in when toward the end of 1859 the threat of secession of the 
southern states disturbed business again. The Treasury felt this long 
depression severely, for beginning with the summer of 1857 the cus- 
toms receipts were steadily falling off.^^ From July, 1856, to June, 
1861, the current needs of the Government could not be met by the 
revenues, and the accumulated deficit amounted to $65,000,000.^^ 
The Treasury borrowed, under the terms of the Act of June 14, 1858 
(ii Stat. 365)., $20,000,000 in fifteen-year, 5 percent bonds, and un- 
der the Act of June 22, i860 (12 Stat. 79), another $21,000,000 in 5 
percent bonds and $10,000,000 in 6 percent Treasury notes.^^ 

THE INDEPENDENT TREASURY DURING 

THE CIVIL WAR 

Borrowing from Banks 

The lack of a surplus, insufficient revenue for the prosecution of 
the Civil War, and a system of taxation which could not easily be 
adjusted to the varying needs of the Government compelled the Treas- 

U.S., Treasury Dept., Report of the Secretary^ i 8 s 7 , p. 20. 

Ibid., p. 6 ; see also Appendix IV, below. 42 See Appendix III. 

43 Love, Federal Financing, Appendix, Items 98, 99, 100. 
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ury to borrow heavily in order to finance the Civil War. The Inde- 
pendent Treasury System was set up in time of peace and might have 
gone on functioning as originally planned, but for the intervention of 
the Civil War. This war created an emergency situation more grave 
than the Mexican War, and the genera! welfare was more directly and 
more seriously involved in all Treasury actions. During the Mexican 
War the Treasury did not have to depend upon the assistance of the 
banks, since the Mexican War lasted for only a brief period of time; 
the war was popular especially with the wealthy investors, and at the 
beginning of the war the Treasury held a large amount of specie which 
had come from heavy import revenues. The circumstances surround- 
ing the Civil War were different. Treasury gold holdings were small; 
the country was divided in patriotic feelings; and the war dragged on 
for four years. 

The Government attempted to maintain itself independent of the 
banks and on a specie basis, which formed the keystone of the Inde- 
pendent Treasury System. But large funds had to be raised quickly 
and there seemed to be no alternative to borrowing. Under the Act 
of July 17, 1861, Secretary Chase applied to the banks for a loan of 
$50,000,000, payable in three years.-** This solicitation of aid from 
the banks was a step away from the principle on which the Inde- 
pendent Treasury System had been built. However, it was only a 
partial abandonment, since the Treasury still asked for gold and 
refused to receive bank notes. Also, the banks were not yet allowed 
to handle Government receipts or to have the custody of its money. 
The Act of July 17, 1861, was a necessity. The Government needed 
funds, and the only large accumulated stock of gold was in the banks. 
The banks were in a good financial position, since the recent decline 
of the southern and western business and the depression of i86o had 
brought about a decrease in their loans and deposits and a correspond- 
ing relative increase in their specie reserves.*** The banks welcomed 
the loans to the Government, since they filled their portfolios with 
quasi-short-tcrm commercial paper. Government money expended in 
military operations eventually found its way back to the banks and 
enabled them to make further advances. 

U.S., Treasury Dept., Report of the Secretary, i86z, p. S; 12 Stat. 259. 

Chapman, Fiscal Functions of the Federal Reserve Banks, p. 31. 

Bcckhart, ed.. The New York Money Market, Vol. I, p. 195. 
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While borrowing the gold of the banks to prosecute the war, Mr. 
Chase was also unintentionally driving bank notes from circulation 
by the issue of additional Treasury notes.” The increasing volume 
of Treasury notes in circulation led to a diminished demand for bank 
notes. The bank notes presented for redemption created a new drain 
on the gold reserves of the banks. The latter could furnish the Secre- 
tary of the Treasury with gold or they could sustain the redeemability 
of their notes, but they could not do both. They urged the Secretary 
of the Treasury to accept and to use bank notes and to cease the 
issue of additional Treasury notes. But Secretary Chase felt that the 
insistence on payment in specie was an important feature of the Inde- 
pendent Treasury Law. Also, the specie received provided backing for 
the Treasury notes. If he accepted bank notes, instead of specie, the 
Treasury notes might circulate at a discount. The Government credit 
had to be maintained at all cost. Thus the Secretary of the Treasury 
refused to accept bank notes, and in December, 1861, the banks sus- 
pended specie payment.^® 

If the Treasury had accepted bank notes, it would have been a 
departure from the Independent Treasury Law. But then possibly the 
banks might not have been compelled to suspend, and tbe Govern- 
ment could have kept the spirit of the specie clause of the law. It 
seems that the actions of the Treasury were not very wise. In avoid- 
ing Scylla, Secretary Chase was drawn into Charybdis. He had hoped 
to avoid both the acceptance of bank notes in payment of revenues 
to the Government, and the suspension of specie payments, but on 

January 6, 1862, the Government also dishonored its own promise and 
ceased paying coin.^® 

Thus another one of the important provisions of the Independent 
Treasury Act of August 6, 1846 (9 Stat. 59) became ineffective. It is 
to be remembered that among the important provisions of the second 
Independent Treasury Act were separation of the Treasury activities 
from the banks and the insistence that all payments to and by the 
Government be made in specie. With the advent of the Civil War the 
Treasury was compelled to turn to the banks for aid in financing the 
emergency. The Treasury and the banks resumed definite and direct 

'*■ Treasury Notes of i86i, about $22,500,000 issued under the Act of March 2, 1861 
interest rate was 6 percent; two-year maturity; receivable for all dues (12 Stat.’ 178)! 
bee Love, Federal Financing, Appendix, Item 102. 

‘‘3 U.S., Treasury Dept., Report of the Secretary, 1862, p. 7. 
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relationships. Furthermore, when the banks stopped advancing gold 
to the Treasury, the Treasury was compelled to pay with paper. From 
1862 until the resumption of specie payments (1862-1879), the Sub- 
treasury law was largely in abeyance. 

In earlier periods experience had proved that as long as the Treas- 
ury possessed surplus revenues it could assist the banks should a 
stringency arise.^^ Now, when the Treasury revenues were not suffi- 
cient for its expenditures, the Treasury became a burden rather than 
a help to the banks. It can at such times resort to increased taxation, 
issue fiat money, or borrow. If borrowing is used, the assets of the 
banks may change radically. The banks may become too heavily 
burdened with Government paper and be forced temporarily to re- 
strict their loans to the business community. Usually Treasury fiscal 
policies affected the bank reserves and care had to be exercised that 
banking interests were not injured in supplying Government fiscal 
needs. 


Issue oj Bonds 

Secretary Chase thought that ‘‘the safest, surest,’ and most bene- 
ficial plan” of financing the war “would be to engage the banking in- 
stitutions ... to advance the amounts needed for disbursement.” 
First having borrowed from the banks directly, he later turned to the 
banks for assistance in selling bonds. This new departure from the 
tenets of the Independent Treasury System, that is, cooperation with 
the banks, was justified on the ground that the Treasury did not have 
machinery adequate for placing the loans required for the conduct of 
the war. The banks possessed the equipment necessary for selling 
bonds. Time and effort would be saved by using the existing machinery 
of the banks. The object of turning to the banks simply was to secure 
the much needed money and to secure it quickly. Secretary Chase 
wished the loans popularized so that people everywhere might sub- 
scribe for bonds. According to an early plan of Chase, in many places 
agents were employed who received their directions from the Treasury 
Department.'*^ But funds came in too slowly. The plan had to be 

Kinley, Independent Treasury, p. 79. 

= 1 See above, p. 52, Secretary Guthrie in the Stringency of 1853. 

®=U.S., Treasury Dept., Report of the Secretary, 1S56, p. 32. 

U.S., Treasury Dept., Report of the Secretary, 1861, p. 8. 

U.S., Treasury Dept., Report of the Secretary, r5(5j, p. 14. 
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abandoned and the entire work of selling bonds proved too difficult 
for the Treasury itself and was entrusted to an agent, the experienced 
banker, Jay Cooke.®® 


Greenbacks 

In July, 1864, Secretary Fessenden, who succeeded Secretary Chase 
and refused to cooperate with the banks, found it necessary to raise 
niore money. The Treasury again tried to procure funds through a 
direct sale of Government bonds. Fessenden advertised a loan but 
had to withdraw it because of an insufficient number of subscriptions. 
He was forced by this failure to turn to the banks, but was unv/illing 
to meet their terms. He then issued “greenbacks” as a last resort,®® 
under the authority of the three acts passed during Secretary Chase’s 
term. Three issues of greenbacks, totaling $450,000,000, were 
authorized by March 3, 1863, ^nd by July, 1864, $431,000,000 were 
outstanding."'® This fiat money (acceptable for all dues except cus- 
toms), was a desperate method of financing a deficit and clearly 
constituted an addition to the circulating medium of the country.®® 
It was a direct cause of inflation.®® Specie had long been drained from 
the banks and hoarded, and the banks continued to suspend specie 

payments of their notes. The Treasury seemed to be at the end of its 
resources. 


The National Banking System 


The establishment of the National Banking System by the Act of 
June 3, 1864 (13 Stat. 113), was an open acknowledgment of the in- 
sufficiency of the Independent Treasury System for fiscal purposes in 
times of emergency. In fact, the primary purpose of creating the 
National Banking System was to provide a new market for Govern- 
ment bonds.8i The law was an effort to force the banks to sustain 


53 Dewey, Financial History of the United States, p. 311. 

5 ® Kinley, Independent Treasury, p. 297. 

of the Secretary, 1864, p. 3! Act of February 25, 
thnri’r TT authorized $150,000,000, 12 Stat. 345; Act of July ii, 1862, amou^ au- 

^0000 authorized $150,- 

000,000, 12 Stat. 719: Love, Federal Financing, Appendix, Item io8. 

U.S., Treasury Dept., Report of the Secretary, 1864, d a% 

“9 See Appendix VII, below. 

e! Dept., Report of the Secretary, 1865, PP- 8-15. 

U.S., Treasury Dept., Report of the Secretary, 1862, p. 8. 
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the public credit,®- since under the system ownership of bonds of the 
Government would be required for certain banking purposes. This 
in turn would establish a steady market for the bonds and greatly 
facilitate their negotiation. Prices for the bonds would be maintained 
at a level higher than that of bonds of equally satisfactory quality, 
but not available as security for the circulation of national bank 
notes. 

During the Civil War funds were needed desperately, and the vaults 
of the banks were the only places where large amounts of money could 
be obtained in the early days of the war. The Secretary of the Treas- 
ury was compelled to turn to the banks as purchasers of bonds, and 
the terms had to be adjusted to suit the buyers. But the Treasury had 
been draining the banks of their specie, and the Treasury notes were 
replacing bank notes. New loans could be sold to the banks only if 
the Treasury permitted them to issue national bank notes against 
the newly acquired Government bonds. The result was a national bank 
note currency based on Federal Government bonds with the Govern- 
ment acting as guarantor of the bank notes. This relationship between 
the Government and the banks was entirely contrary to the aims and 
purposes of the Independent Treasury Law. 

The Act of August 6, 1846 (9 Stat. 59), was virtually inoperative 
during the Civil War. The first step in the abandonment of the princi- 
ple of separation of banks and Government was the use of banks to 
float loans. The second step was to make the banks the depositories 
of the public money which they received as subscriptions to Govern- 
ment loans. Suspension of specie payments by the Treasury on 
January 6, 1862,®® and the issuance of greenbacks under the Act of 
February 25, 1862 (12 Stat. 345),®® cut away the last foundation of 
the Act of 1846. 

The only important service of the Independent Treasury that con- 
tinued throughout the war and afterward was keeping on hand the 
supply of gold received in payment of customs dues to pay the interest 
on the public debt in gold during the period of paper inflation.®^ If 

Ibid.f p. 16; Kinlcy, Independent Treasury^ p. 299. 

U.S., Treasury Dept., Report of the Secretary, 1862, p. 18; Dewey, Financial His^ 
tory of the United States, p. 328. 

'’♦Section 45, Act of June 3, 1864; 13 Stat. 113; Dunbar, Laws of the United States 
Relating to Currency, Finance and Banking, p. 188. 

See above, p. 60. °° See above, p. 61. 

Kinley, Independent Treasury, p. 304. 


THE RISE OF THE TREASURY 63 

the financial management of the war had been such as to render un- 
necessary the use of depreciated paper currency there would have 
been no special need for this service from the Independent Treasury. 

Reserve Requirements and the Position of the Treasury 

under the National Banking Act 

The keystone of the National Banking Act was the provision for a 
bank-note issue collateralized by bonds issued by the Federal Govern- 
ment. These notes were acceptable for all private transactions and 
were to provide the country with a sound and uniform currency. An- 
other important section of the act provided for minimum cash reserve 
requirements against deposits and notes outstanding which revealed 
a sensible, progressive step in banking legislation conforming to the 
best banking practices. Reserve and central reserve cities were desig- 
nated wherein the requirements were, respectively, 15 percent and 25 
percent of deposits and note issues.®® Note issues were no longer in- 
cluded in the computation of reserves after the Law of 1874.®® 

A declining reserve ratio had been considered a warning signal by 

prudent bankers long before 1863. But the reserve ratio had not then 

obtained full legal recognition as a controlling element in the banks’ 

credit policies. Before 1863 the reserve ratio was a “slip leash which 

loosely held together the cash reserve and the total of bank credit 

outstanding, from 1863 to 1913 it was a rope of limited length which 

jerked the banks up sharply if they ventured too far in the direction 
of expansion,” 

At the time of the establishment of the National Banking System, 
the feeling still persisted that the first duty of a bank was to keep its 
notes redeemable. This attitude is reflected in the original require- 
ment of the National Banking Act that a reserve in lawful money be 
held against national bank notes in addition to the bond collateral 
which more than covered them. But as the credit economy developed 
more fully, bank loans took the form of deposits rather than notes. 
Soon the deposit of actual cash diminished and deposit credits arising 
from the extension of bank credit rapidly rose in volume. Now it be- 

68 Section 31, Act of June 3, 1864; 13 Stat. 108; Dunbar, Laws of the United States 
Kelating to Currency, Finance and Banking, p, 184. 

69 Section 2 of the Act of June 20, 1874; 18 Stat. 123; Dunbar, Laws of the United 
States Relating to Currency, Finance and Banking, p. 210. 

'^Beckhart, ed., The New York Money Market, Vol. I, p. 234. 
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came of equal or greater importance to protect the depositor rather 
than the note holder. The banks’ responsibility for these deposits was 
emphasized by a provision of the National Banking Act requiring a 
definite reserve to be held against them. Out of this first requirement 
grew the idea that the reserves against deposits must be kept safe and 
adequate. Also, in the National Banking Act the view was accepted 
that a definite supervision is needed over banking conditions for the 
purpose of enforcing the banking law and protecting depositors.^* 
Supervision of the reserve position of the national banks under the 
Federal charters was delegated to the United States Treasury. Within 
the Treasury the office of Comptroller of the Currency was created. 
This branch of the Treasury Department has been performing the 
task of inspecting the books and records of national banks ever since, 
thus assuming one more function usually entrusted to a central bank.'*^ 

SUMMARY 

The relationship between the Treasury and the commercial banks 
during the period of 1846 to 1866 consisted primarily of efforts on 
the part of the Treasury to exercise certain financial powers usually 
entrusted to central banks, such as guarding the money market dur- 
ing national emergencies, periods of war,** periods of stringencies,*'* 
and of depressions.*^ Paradoxically enough, the Treasury tried to 
achieve its aims through the manipulation of machinery designed 
primarily to divorce the Treasury from participation in the affairs of 
the money market.*® Instead, the Treasury fulfilled its fiscal func- 
tions and central banking functions through active cooperation with 
the banks and unquestioned leadership in the monetary sphere. 

71 Section 54, Act of June 3, 1864; 13 Stat. 116; Dunbar, Laws of the United States 
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75 On Crisis of 1856 see Secretary Cobb, p. 53 - 54 * 
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CHAPTER IV 


Treasury Central Banking after the Civil War 
and under the National Banking System 

1866-1889 


W ITH THE RETURN of peace the problems and aims of the Treas- 
ury changed. Instead of the subordination of every activity 
to the main goal of winning the war by adequate financing, the restora- 
tion and maintenance of a sound system of money and credit became 
the primary aim. 

TREASURY SALES OF SURPLUS GOLD IN 1866 AND 
THEIR EFFECTS ON CURRENCY AND BANKING 

After 1862, under the Independent Treasury system, gold, not legal 
tender currency,^ was received for custom duties and paid out mostly 
for interest on the Government debt. The amount of gold coin re- 
ceived for customs dues far exceeded that paid out for interest on the 
public debt.^ But gold was not used in ordinary commercial trans- 
actions, since it was more valuable than the depreciated currency — 
the national bank notes and the greenbacks which circulated widely. 
The suspension of specie payments on January 6, 1862, also had pro- 
duced speculation in gold.’’ The violent speculations in the value of the 
metal reacted on all prices.^ The Secretary of the Treasury, Mc- 
Cullough (March 3, 1865-March 9, 1869), deplored these effects and 

1 Greenbacks were not acceptable as payment for custom dues under the Act of Feb- 
ruary 25, 1862 (12 Stat. 345). The reason for excluding them was the desire on the 
part of the Treasury to accumulate gold. For the same reason the Treasury did not 
permit custom payments to be deposited in national banks. With the resumption of 
specie payments, greenbacks were accepted at the customs offices. U.S., Treasury Dept., 
Annual Report of the Secretary, 1S79, p. ii. Custom dues could not be deposited in 
national banks until the passage of the Act of March 4, 1907 (34 Stat. 1290) ; see also 
below p. 72, footnote 38. 

“ See Appendixes IV and V. 

®U.S., Treasury Dept., Report of the Secretary, 1862, p. 13; U.S., Treasury Dept., 
Report of the Secretary, 1B66, p. 9. 

* Ibid., p. 12 ; see also Appendix VIII, below. 
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felt that some stability in the general price level might be produced 
if the Treasury gold holdings were sold and the price fluctuations of 
gold reduced.^ In 1866, therefore, the Secretary of the Treasury sold 
surplus gold and took in payment other currency. 

Gold transactions between the Treasury and the banks established 
another contact, frowned upon by the original Independent Treasury 
Act of August 6, 1846 (9 Stat. 59). Sales of gold gave the Treasury 
a method of changing the composition of the reserves of banks. By 
selling gold just as by selling bonds, the Government received legal 
tender in payment and the legal tender reserves of the banks were 
decreased, while the gold reserves of the banks increased. McCullough 
hoped that the sale of Treasury gold might encourage the use of gold 
as currency, that the price of gold might decrease, and that other 
commodity prices might change accordingly. However, the Secretary 
of the Treasury did not carry the idea of stabilizing prices to its 
logical conclusion; although willing to sell surplus gold, he refused 
to permit gold which came in payment of custom duties to be de- 
posited in the banks. Secretary McCullough, in his report for 1866, 
explained that the purpose of holding gold in Treasury vaults was to 
form a reserve against the irredeemable currency, greenbacks. The 
function he assigned to the gold in the Treasury was precisely the 
same as a bank’s reserve against its issues. He claimed also that the 
sale of gold reduced its premium and thereby limited the depreciation 
of United States Treasury notes.® 

Secretary McCullough was interested in keeping prices and the 
currency stable.*^ He thought that by changing the supply of gold 
available in the market he could help achieve his aim. Thus his in- 
terests reached well beyond the confines of the fiscal activities of the 
Treasury. Through gold sales he could exert an influence upon prices 
and banking which is normally associated only with central banks. 
Secretary McCullough was not blind to his powers, and he tried to 
exercise them for the public benefit. 

® U.S., Treasury Dept., Report of the Secretary^ 1866^ p. 9. “The Secretary of the 
Treasury permitted gold to accumulate when the use or the sale of it was not necessary 
for paying government obligations, or to prevent commercial panics, or successful 
combinations against the national credit ; and he has sold whenever sales were necessar>' 
to supply the Treasury with currency, to ward off financial crises, and to save the paper 
circulation of the country, as far as practicable, from unnecessary and damaging de- 
preciation." U.S., Treasury Dept., Report of the Secreiaryt 1866, p. 10 

® Ibid., p. 10. ^ Ibid., p. 9; Dewey, Financial History of the United States, p, 368. 
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After 1866 sales of gold by the Treasury brought into its vaults 
such a volume of paper currency that the Secretary of the Treasury 
had to resort finally to the purchase of bonds in order to put this cur- 
rency back into circulation.® Sales of gold by the Treasury took so 
much money out of the market that Secretary of the Treasury Bout- 
well (March 12, 1869-March 16, 1873) finally decided that the pro- 
ceeds should be kept on deposit with the banks, to be withdrawn 
gradually to avoid a sudden credit contraction.® Other deposits of 
Government funds in the national banks were very small during this 
period, because only the proceeds from sales of bonds and collections 
of internal revenue could be kept outside the Treasury.^® The latter 
could be put into banks only at the time of their collection, while 
custom receipts of gold were placed directly into the vaults of the 
Sub-treasury.” These regulations proved very burdensome and were 
disregarded later on.^® 

To observe the letter of the Independent Treasury law regarding 
specie holdings was difficult for a Secretary of the Treasury who was 
conscious of the great responsibilities of his office and of the market’s 
needs. Secretary McCullough had sold gold and taken legal tender 
in payment because he thought putting gold on the market would stop 
speculation in the metal and bring about price stability.” Secretary 
Boutwell felt called upon to deal with the money stringency in the 
market in the autumn of 1872.*'^ He, too, had to reconsider the tenet 
of the Independent Treasury Law. The sale of gold by the Treasury 
had resulted in the Treasury’s keeping the legal tender currency and 
the banks the gold which did not enter into circulation. For the relief 
of both importers and bankers Secretary of the Treasury Boutwell 
decided to sell gold in large amounts, but he also agreed to name 
banks as depositories for the proceeds of these gold sales. Similar 
action had been taken by the Treasury in connection with land sales 

»U.S., Treasury Dept., Annual Report of the Secretary, 1872, p. xxi; U.S., Treasury 
Dept., Annual Report of the Secretary, 1873, pp. xi-xii. 

® Ibid., p. XX. 10 Appendix II, below. 

Beckhart, ed., The New York Money Market, Vol. I, p. 355; see also above, p. 62. 

See below, p. 103, section on Secretary Shaw. 

U.S., Treasury Dept., Report of the Secretary, 1866, p. 9. 

i^U.S., Treasury Dept., Annual Report of the Secretary, 1872, p. xxi. “The problem 

is to find a way of increasing the currency for moving the crops and diminishing it at 

once when that work is done. This is a necessary work, and, inasmuch as it cannot be 

confided to the banks, where, but in the Treasury Department, can the power be re- 
posed.” 
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during the Civil War. Again, the reserves of the banks rose imme- 
diately. Not only was this action of Secretary Boutwell commendable 
but it also clearly revealed his motives. It is evident that the secre- 
taries of the Treasury were interpreting their duties to include not 
only the fiscal activities of the Treasury but also the safeguarding of 
general business conditions. The leadership and guardianship which 
these men assumed properly belong to the head of a central bank. 

In spite of gold sales and the legal-tender deposits in the banks by 
the Treasury, the stringency of 1872 continued, and the Treasury 
adopted the most direct way of increasing the currency supply known 
to finance — the issue of fiat money. The total supply of United States 
notes was increased by about $2,295,000 to meet the need for cur- 
rency, especially in moving the crops. Secretary Richardson (March 

1873-March 3, 1874) the successor to Secretary Boutwell, went 
still further in 1873.^^ He also used the “reserve” of retired and un- 
issued greenbacks when he found that the refunding of bonds was 
inadequate.^^ 

This particular means, manipulation of the public debt, for in- 
creasing the supply of currency and strengthening the reserves of 
banks was not resorted to on a large scale, but the ingenuity of the 
Treasury was adequate to find other means of increasing the cur- 
rency supply.^'^ In 1873 the Treasury again bought Government bonds 
to increase the currency in circulation, and it strengthened bank re- 
serves by transferring gold and legal tender from the vaults of the 
Independent Treasury to the banks. 

TREASURY ACTIONS INTENDED TO MITIGATE THE 

PANIC OF 1873 

The Panic of 1873 brought still further development of the Treas- 
ury as a central banking mechanism. The forerunner of the disaster 

Dewey, Financial History of the United States, p. 360; Patton, “Secretary Shaw 
and Precedents as to Treasury Control over the Money Market,” Journal of Political 
Economy, Vol. XV (February, 1907), pp. 80-Si; U.S., Treasury’ Dept., .-InyiMdi Report 
of the Secretary, 18^2, contains no reference to the reissue of greenbacks; see .Appendix 
Vn. below. 

Between March 7, 1S73, and January 15, 1874, he issued about $23,000,000 in 
greenbacks. U.S., Treasury Dept., Annual Report of the Secretary, j8j4, p. 20; U.S., 
Treasury Dept., Annual Report of the Secretary, iS;;g, p. 374; see .Appendix \TI, below. 

Patton, “Secretary Shaw and Precedents as to Treasury Control over the Money 
Market,” Journal of Political Economy, Vol. XV (February, 1907), pp. 74-75. 

Brown, “The Government and the Money Market,” in Beckhart, ed., The New 
York Money Market, Vol. IV, p. 193. 
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was the money stringency in the fall of 1872 to which the gold sales 
of the Treasury had contributed. Secretary Boutwell had lessened 
the money afloat by selling gold to a greater extent than he had bought 
bonds. As the gold could not circulate, the net result had been a loss 
of currency to business. So far as this process had not occurred in the 
spring and fall, the seasons at which the interior demand for money 
was most active, it was not very objectionable. The years 1871, 1872, 
and 1873 were years of great speculation, and the absorption of cur- 
rency through gold sales by the Treasury had restricted the ability of 
the banks to loan, and so had somewhat retarded speculation. 

The banks had become accustomed to looking to the Secretary of 
the Treasury for help in an emergency.-" The Secretary of the Treas- 
ury had been called upon to relieve the stringency in the fall of 1872. 
The autumnal demand for funds was always great, and 'the Secretary 
of the Treasury had tried to help the market. He had sold gold and 
deposited the proceeds in designated banks. Also, he had bought 
bonds. Reserves had risen immediately, and the banks had enlarged 
their discounts.^' But the stringency persisted. The Secretary of the 
Treasury then went further. He issued fiat money. But even that 
measure was not sufficient. In fact, during December, a month when 
money is in demand, the banks lost heavily to the Treasury, despite 
the remonstrances of the mercantile communitv."- Heavy payments 
due to the Treasury from customs dues should have been left on de- 
posit with the banks, but even that measure might not have helped. 
Treasury indecision and half measures also characterized the year 
1873. No definite, consistent, and continuous policy was adopted for 
guiding the relations of the Treasury to the business community. The 
stringency degenerated into a panic. 

On the eighteenth of September, 1873, Jay Cooke and Company, 

belo°w^ ^ ’ ’ Report of the Secretary, 1S74, p. 17; see Appendix II, 

^'’U.S., Treasury Dept., Annual Report of the Secretary, 1857, pp. 11-15 (quoted on 

u Annml Report of the Secretary, 1873, p. xv. “It 

^ould be stated that there were many persons who insisted with great earnestness that 
It was the duty of the executive to disregard any and all laws which stood in the way 
01 auording the relief suggested by them— a proposition which indicates the state of 
leeling and the excitement under which applications were made to the Secretary of the 
ireasuty to use the public money.” Commercial and Financial Chronicle, December 6, 
i8gj),VQ\, LI, p. 754 (quoted on p. 88, below), 

22 Annual Report of the Secretary, 1873, pp. xi-xu. 

Dewey, Financial History of the United States, p. 372. 
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a leading firm of New York bankers, was suspended.^^ During ti, 
first nine months of the year Secretary Richardson had taken ^ 
acbon to ease the situation. Now, on the nineteenth of September T 

Zth-^ continued buying until the twenty 

htth. The panic was not stopped, because most of the monev Z 

bursed by the Government seems to have been hoarded =5 SomJr^f % 

went into savings banks, but this did not help the general situation 

tK '^'^here to the quantity theory of money would claim 

that the Treasury did not accomplish its purpose of checking the 

panic because it did not take steps early enough. They would say that 
the proper time for the purchase of bonds was before the suspension 
by Jay Cooke and Company. After the failure of that firm, suspicion 
and distrust were too strong to be stopped by the limited aid which 
the Government could give. Quantitative theorists have maintained 

that in almost every crisis the fault lay in the timing or in the amoum 
of funds disbursed. 


Secretary Richardson summarized the situation thus; “The panic 
ran its course and the reason is obvious: what was needed was a 
reestablishment of confidence in the enterprise which had been the 
primary source of distrust. But no amount of money disbursed by the 
Government could produce this result.” The summation of Secre- 
tary Richardson was wise, and he seemed to understand one of the 
causes for the lack of confidence: the faulty investment policies of the 
banks. Credit conditions were strained.-" The commercial banks had 
invested funds in long-term capital enterprises, especially in railroads 
The funds, now frozen, should have been invested in short-term self- 
liquidating commercial ventures. The banks would probably not have 
been pressed for funds if their investments had been liquid. The 
Treasury tried to inject liquidity into the banking structure, but it 
did not have the discount power. It could not convert sound assets into 
cash. The Treasury recognized its duties and used whatever methods 
it had at its disposal; the sale of gold, the purchase of bonds, the 
issuance of fiat money, the use of the “reserve” of retired greenbacks, 

23 U.S., Treasury Dept., Annual Report of the Secretary, 1873, p. xu. 

2^ Ibid., p. XV. 

23 U.S., Comptroller of the Currency, Annual Report, 1S76, pp. 177, 351. 

20 U.S., Treasury Dept., Annual Report of the Secretary, 1873, p. xv; Sprague, History 
of Crises under the National Banking System, p. 69. 

U.S., Treasury Dept., Annual Report of the Secretary, 1873, pp. xv-xvi. 
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and so forth. If the results were unsatisfactory, the intentions of both 
Secretary Boutwell and Secretary Richardson were not at fault. 


THE TREASURY AND THE RESUMPTION OF 

SPECIE PAYMENTS 


Benjamin H. Bristow (June 4, 1874-June 20, 1876) followed 
Richardson as Secretary of the Treasury, in June, 1874, and was a 
vigorous champion of sound finance. He regarded the Government’s 
failure to provide for resumption of specie payment a breach of the 
Nation s pledges. In his opinion the United States notes were merely 
a temporary expedient, warranted only by the exigency of the war. 
Redemption was essential to the honor of the Government and the 
general welfare.^^ To accomplish this, contraction was necessary. 
Accordingly, he recommended legislation which would fix a day in 
the near future when the United States notes would cease to be legal 
tender as to contracts thereafter made.-^'^ He advocated also the con- 
version of the United States notes into bonds or their redemption in 
coin, for the acquisition of which sales of bonds should be authorized.-*' 

In the spring of 1874 Senator Sherman, later Secretary of the 

Treasury, had already prepared a bill which contained, among other 

clauses, provisions for the retirement of greenbacks to the extent of 

80 percent of new national bank note issues, until the amount of the 

former was reduced to $300,000,000; the redemption of greenbacks 

in coin on and after January i, 1879; authorization of the use of the 

surplus coin in the Treasury for this purpose and the sale of bonds 

without limit to provide such further coin as might be needed. This 

bill became law January 14, 1875,22 and gave greater powers to the 

Secretary of the Treasury than the Act of April 12, 1866,22 which had 

merely aimed at a contraction of unsecured paper currency and pro- 
motion of specie payments. 

There was a good deal of opposition to resumption of specie pay- 
ments and retirement of the greenbacks in the areas south of the 
Potomac and west of the Alleghanies. This great and growing agri- 


30 Treasury Dept., Annual Report of the Secretary, 1874, p xiv 

D Relating to Currency, Finance a 

p. 215, IS otat., 290. 

D 10?“^ Relating to Currency, Finance a 

p- AyV} 14 oiai,, 31. 


Banking, 

Banking, 
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cultural section needed capital and favored rising prices. It advocated 
“more paper money” and accordingly centered its efforts on further 
issues of greenbacks, the type of currency which could most easily 
be immediately increased. The inflationists won a mild victory in 
the Act of May 31, which forbade the further retirement of 

United States legal-tender notes. The volume of greenbacks was 
pegged at the circulation figure of that day — $346,681,016. 

As the date for resumption of specie payments drew near, the Sec- 
retary of the Treasury began to accumulate gold against the resump- 
tion of its notes.^'"’ Under the Refunding Act of July 14, 1870, the 
Secretary of the Treasury had been authorized to save future annual 
surpluses and to sell bonds in order to accumulate a gold fund to 
redeem in specie all greenbacks presented. By the day of resumption 
the total Treasury reserve was more than $133,000,000.-'*^ 

The Act of July 14, 1870 (16 Stat. 274) had placed a heavy re- 
sponsibility on the Secretary of the Treasury because too great an 
accumulation of gold would result in a gold premuim and render re- 
sumption impossible. Inadequate accumulations would also doom the 
plan. But fortune favored Secretary Sherman. European investments 
had brought much gold into the country. Treasury acquisitions did 
not produce a shortage. In addition Secretary of the Treasury Sher- 
man could readily sell bonds to acquire the necessary gold for resump- 
tion. At the close of the first day of resumption the Treasury had paid 
out more greenbacks for gold than gold for greenbacks. So great was 
the Treasury’s gold reserve that in September, 1S79, eight months 
after resumption, Secretary Sherman ordered that gold need not be 
accumulated any longer and should be paid out for Government obli- 
gations along with notes and silver whenever convenient to do so.^® 


Dunbar, Laws of the United States Relating to Currency, Finance and Banking, 
p. 217; 20 Stat., 87. 

U.S., Treasury Dept., Annual Report of the Secretary, 187Q, p. xi. 

Dunbar, Laws of the United Stales Relating to Currency, Finance a7id Banking, 
p. 205 ; iC Stat., 274. 

U.S., Treasury Dept., Annual Report of the Secretary, iSyg, p. ix. 

Ibid. With the resumption of specie payments, greenbacks would be acceptable for 
payment of custom dues. The reason for excluding custom dues in the Act of June 3, 
1864 (13 Stat., 99) from deposit in national banks was that they were paid in gold 
which the government wanted to accumulate, while the banks carried on their transac- 
tions in discounted paper money. The exception remained on the statute books until 
March 4, 1907 (34 Stat., 1290), although the occasion for its existence ceased with the 
resumption of specie payments. Andrews “The Treasury and the Banks under Secretary 
Shaw’,” Quarterly Journal of Economics, Vol. XXI (.\ugust, 1907), p. 523. 
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Readiness on the part of the Treasury to redeem greenbacks in 
coin was sufficient to give the United States notes the solid backing 
which other currency, such as gold certificates, enjoyed. In this way 
the greenbacks ceased to be the cheaper money and a step had been 
taken toward securing a safe and stable currency of uniform value. 
The latter is an objective of a central bank. If an authority such as a 
central bank had existed in 1879, it might have gone much further 
along the lines of creating a uniform, safe, and stable currency by 
advocating the retirement of the United States notes, which in re- 
ality were a war debt and should have been canceled. But Secretary 
Sherman was interested in politics and would not jeopardize his 
chances of a presidential nomination by advocating the unpopular 
retirement of the greenbacks. There were too many people interested 
in increasing the quantity of money and in inflation. Under the cir- 
cumstances resumption was as far as Secretary Sherman dared go. 
Soon afterward the inflationists found that to coin silver was an 
easier way to increase the stock of money. 

SILVER POLICIES OF THE UNITED STATES 

TREASURY 

In the Coinage Act of February 12, 1873, there was no provision for 
the coinage of standard silver dollars.^® The bill had been before Con- 
gress nearly three years, and yet the inflationists were unaware of the 
omission and of its implications until after the bill was passed. If the 
“sound money” men knew, they did not confide in the inflationists.^® 
When the latter learned of the omission of the coinage provisions for 
the standard silver dollar they declared the act “a crime” and main- 
tained that the existing economic troubles in the entire commercial 
world were due to a diminishing money supply. To overcome the 
money shortage they urged free coinage of silver. The “silverites” won 
a partial victory in the Bland Allison Act of February 28, 1878, which 
provided for the purchase and coinage of not less than $2,000,000 
and not more than $4,000,000 worth of silver per month.^^ Due to 

3® Dunbar, La-jos of the United States Relating to Currency, Finance and Banking, 
p. 241 ; 17 Stat., 424. 

Hepburn, History of Coinage and Currency in the United States and the Perennial 
Contest for Sound Money, p. 279. 

Dunbar, Laws of the United States Relating to Currency, Finance and Banking, 
pp. 245-24$; 20 Stat., 25. 
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this additional coinage of silver the volume of circulating currency 
increased, but the effect was partly offset by the decreasing volume 
of national bank notes.'- Resumption of specie payments had im- 
proved the credit of the Nation, and as a result Federal Government 
bonds sold at a premium. At the prevailing high prices the banks 
found it more profitable to sell their holdings of Federal bonds than 
to deposit them with the Comptroller as backing for their national 
bank notes. 

None of the secretaries of the Treasury who held office from 1880 
to 1890 were silver advocates. They were not carried away by the 
inflationist movement and thought that existing legislation made 
sufficient provisions for the monetary needs of the Nation. They were 
mindful of their duty to help maintain a stable currency. They knew 
that the overissue of silver might lead to a decline in the value of 
silver and that it would force the readjustment of other commodity 
prices.^' Therefore each secretary kept the Treasury purchases of 
silver down to the minimum prescribed by the Bland Allison Law. 
Such action was commendable and worthy of an impartial authority 
dedicated to the public welfare. 

Under the act new silver dollars were made legal tender and accept- 
able at the Treasury for customs along with gold.^^ One of the results 
of this provision was that silver dollars poured into the Treasury and 
remained there. The policy of the secretaries of the Treasury 


Table III 


SILVER DOLLARS, 1878-1879" 


Silver dollars coined 
Silver dollars in circulation 
Silver dollars in treasury 


December, 1878 

518,282,000 

4,922,000 

13,360,000 


December, 1879 

$45,206,000 

13.002.000 

32.204.000 


^ U.S., Treasury Dept., Annual Report of the Secretary, iSSy, p. xxLx. 


U.S., Treasury Dept., Annual Report of the Secretary, 1S79, p. 353; sec also Ap- 
pendix \TI, below. 

■ U.S., Treasury Dept.. Annual Report of the Secretary, 18S4, p. xxviii; U.S., Treasury 
Dept., Annual Report of the Secretary, t8Ss, \o\. I. p. xvil. 

“ U.S., Treasury Dept., Annual Report of the Secretary, 1S7Q, p. xiv. 

Act of February 28, 1878, Section 3; Dunbar, Lau's of the United States Relating 
to Currency, Finance and Banking, p. 24S; 20 Stat., 25. 

■*'* Sec Table III and U.S., Treasury Dept., Annual Report of the Secretary, 1879, pp. 
334. 346. 
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throughout the decade was to keep silver in circulation, but the people 
preferred any form of money to silver. The unpopular large silver 
coins returned to the Treasury, whereas gold and greenbacks re- 
mained in circulation. The Treasury was anxious to have an adequate 
gold reserve and decided to force silver dollar circulation on a re- 
luctant country. Silver certificates in denominations of $1, $2, and 
$5 were issued against silver bullion in the Treasury vaults. The issue 
of greenbacks in these lower denominations was stopped." By this 
action, the Treasury was diminishing one form of paper money in 
circulation and replacing it by silver certificates, without disturbing 
the total quantity of money in circulation. However, the easy money 
policy involved the silver purchase program and contributed toward 
the speculative excesses preceding the Panic of 1884. 

TREASURY POLICIES DURING THE PANIC OF 

MAY, 1884 

The panic was confined to the New York security market and its 
banking aspects were simple and definite. The difficulties of 1884 
were the culmination of the period of prosperity which had marked 
the recovery from the Panic of 1873. There had been a decline in 
security prices for three years.^s Apparently banks were in a very 
strong cash position. This was partly due to an artificial cause, the 
monthly addition of $2,000,000 of silver under the provisions of the 
Bland Allison Act, of February 28, 1878 (20 Stat. 25). Silver pur- 
chases by the Treasury had the effect of permitting unwanted coins 

eventually to accumulate with banks which could use them as re- 
serves. 

As the market in securities became depressed, orders to sell and 
remit funds were received. But the outflow of gold caused by orders 
to sell was offset by the steady additions of silver. Total reserves were 
not reduced. No general money stringency resulted. The interest rate 
on loans did not advance.^” The failure of certain banks, the Marine 
Bank of New York, the Metropolitan Bank,^'' and brokers helped 
bring on the panic. Cash was withdrawn into the interior of the coun- 
try, but this did not result in suspension of specie payments by the 

U.S., Treasury Dept., Annual Report of the Secretary, 1884, PP- xxxiv, 403. 

Kinley, Independent Treasury, p. 236. 

Sprague, History of Crises under the National Banking System, p. 108. 

Conant, History of Modern Banks of Issue, pp. 661-662. 
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New York banks. The Secretary of the Treasury, Folger (November 
14, 1881-September 4, 1884), lent his assistance through the usual 
devices, especially the prepayment of the debt which was soon to 
mature. 

If the emergency had been more serious or more widespread, the 
problem of pyramided reserves might have received immediate atten- 
tion by the banking communities. Under the prevailing system the 
interior banks had kept their surplus reserves on deposit with the 
New York banks. After the Panic of 1884 some thought was given to 
the safety of these reserves in New York, The banking communities 
of Chicago and St. Louis felt their reserves might be safer at home 
and sponsored legislation to that end. 

AMENDMENT TO THE RESERVE CLAUSES OF THE 

NATIONAL BANKING ACT 

The first change in the system of reserves provided for in the Na- 
tional Banking Act was made in the Act of March 3, 1887.^2 Cities 
with minimum population of 50,000 might on application of three- 
fourths of the national banks in those cities become reserve cities, and 
cities with minimum population of 200,000 might become central re- 
serve cities. Chicago and St. Louis became central reserve cities, with 
the responsibility of maintaining cash reserves of 25 percent and the 
attendant privilege of holding reserve balances for reserve city and 
country banks. Banks in reserve cities and in country areas were to 
maintain reserves against demand liabilities of 18 percent and 15 
percent, respectively. 

Little attention had so far been paid to reserves in banking legis- 
lation. In the period following the Panic of 1873 popular demand 
centered upon an increase in the amount of money in circulation 
rather than upon changing reserve requirements, which is a more 
refined technique of increasing the amount of currency and credit 
available. It is true that the Act of June 20, 1874,®^ altered the reserve 
provision of national banks by requiring reserve percentage to be com- 

Chapman, Fiscal Functions of the Federal Reserve Banks, p. 35 ; Kinley, independ- 
ent Treasury, p. 236; sec also Appendix V, below. 

24 Stat., 559; Dunbar, Laws of the United States Relating to Currency, Finance 
and Banking, p. 224. 

18 Stat., 123; Dunbar, Laws of the United States Relating to Currency, Finance 
and Banking, p. 210. 
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puted thereafter only against deposits. Notes, which were anyhow 
secured by Government bonds, were no longer Included in the com- 
putation of required legal tender reserves. This released about $20,- 
351,000 of greenbacks which had been in vaults as reserve against 
notes.''-* The effect of this change was to provide banks v/ith additional 
reserves and to appease the inflationists by increasing the quantity 
of money. 

The use of actual cash in the American banking system was steadily 
diminishing. A larger volume of credit was being built upon a smaller 
base of specie and legal tenders. This economy in the use of metals 
and currency was made possible by the substitution of deposit credit 
for cash payment in ordinary transactions so that banks were able 
to meet daily requirements with relatively less till money than be- 
fore.^'' 

In general, the highly industrial sections of the country which were 
equipped with more adequate banking facilities tended to keep as 
large a share of their reserves in the form of bank balances as the law 
permitted and a small proportion in cash, while the agricultural sec- 
tions followed the reverse policy. The highest proportion of reserves 
in the form of cash was to be found in the western states. This show- 
ing was a reflection of the preference for coin money which still pre- 
vails in the West. 

The increased use of deposit credit in place of cash and the in- 
creased practice of keeping reserves in the form of bank balances 
meant greater risks to the banks and greater interdependence. With 
greater interdependence an urgent need developed for a central re- 
serve authority to supervise and safeguard the central reserve funds. 
Otherwise it was likely that these funds might be tied up in frozen 
assets or moved hither and thither according to the speculative pro- 
pensities of the bankers to whom they had been entrusted. If the 
cash position of the banks in the central reserve cities became im- 
paired, repercussions certainly would be felt in the interior. The lack 
of elasticity in reserves was another drawback. A central agency was 
clearly needed with legal authority and adequate funds to convert 
sound assets of hard-pressed banks into immediate cash. The Treas- 
ury did not possess the rediscount privilege, but it tried with the 


U.S., Treasury Dept., Annual Report of the Secretary, 1874, p. xx. 
55 Beckhart, ed., The New York Money Market, Vol. I, p. 239. 
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devices at its command to supply hard-pressed banks with cash. Vari- 
ous secretaries of the Treasury considered themselves charged with 
the central banking function of supervising credit conditions.^® The 
secretaries could be of great assistance to the banks when the Treas- 
ury coffers were filled.®’ In the eighteen eighties high protective tariffs 
helped fill the Treasury vaults. 

TREASURY POLICIES DURING THE PERIOD OF THE 

SURPLUS, THE EIGHTIES 

The principal source of Treasury revenue was the Morrill Tariff, 
Act of March 2, 1861 (12 Stat. 178), which was permitted to remain 
highly protective and at wartime level long after the Civil War. Dur- 
ing the eighties the Treasury coffers were filled. But advocates of 
cheap money, greenback partisans, and silverites regarded the rev- 
enue in the Treasury vaults as a hoard of currency unavailable for 
circulation and as an unmitigated evil.®** 

They maintained that if the Government would pay off its bonded 
indebtedness so as to avoid having an idle surplus, there would be no 
evil effects from alternate contraction and expansion of currency by 
the Independent Treasury.®® Their opinion, however, was an over- 
simplification of the true state of affairs, since it overlooks certain 
features of the system. Custom receipts of the Government flow into 
its vaults in a steady stream, while interest, amortization and salary 
payments are paid periodically. The Treasury must therefore gather 
beforehand a sufficient amount of cash to meet its periodic payments. 
For example, to meet the interest on bonds money may have to be 

50 U.S., Treasury Dept., Annual Report of the Secretary, 1S57, p. 15; U.S., Treasury 
Dept., Annual Report of the Secretary, 1866, p. 10; U.S., Treasury Dept., Annual Re~ 
port of the Secretary, 1873, p. xv. 

“But the continuing depression, universal in varying degrees over the world obliges 
us all now to consider and undertake some reforms which our surplus revenues make 
feasible.” U.S., Treasury Dept., Annual Report of the Secretary, iSSy, p. xiv. 

®’**Tf we take into the Treasury large amounts of these circulating media in e.xcess 
of what we pay out, there will soon not be money enough in the hands of the people 
for the purpose of business; serious derangement and disaster must follow.” U,S. 
Treasury Dept., Annual Report of the Secretary, 1S87, p. xxvi; Bcckhart, ed., The New 
York Money Market, Vol. I, p. 366. 

‘'■*®The only authority possessed by the Treasury whereby it can restore to business 
the surplus money thus accumulated, is that given to the Secretary by the Act of March 
3, 1881, by which he may at any time apply the surplus money in the Treasury not 
otherwise appropriated, to the purchase or redemption of United States bonds. U.S. 
Treasury Dept., Annual Report of the Secretary, 1883, p. XLV; 21 Stat. 457. 
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withdrawn from circulation for three months; and at the end of the 
quarter it will be released and find its way back into the banks. This 
irregularity of Treasury disbursements and receipts seriously inter- 
fered with the stability of the money market.®® 

It is true that payments made by the Government every three 
months amounted to a small sum compared with the total volume of 
the circulating medium. But even a slight contraction in the amount 
of money available for reserves may have an important effect on the 
money market, especially if reserves are near the legal minimum. 
Contraction (though apparently insignificant in amount) may con- 
tribute to or even produce a money stringency, this in turn may 
result in a violent reaction in the general level of price, a disturbance 

in interbank settlements and disorder in almost every part of business 
activity.®^ 

In addition to the disturbing influences of the seasonal irregularity 
of receipts and disbursements of the Independent Treasury, the ac- 
cumulating surplus revenue not needed for periodic payments pre- 
sented further problems. This surplus was held in the Treasury. By 
that policy a large amount of money collected in excess of the ex- 
penses of Government was withdrawn from actual circulation. To 
acquire a surplus was not the intention of the Treasury, but to hold 
a possible surplus in its own vaults was definitely a policy of the 
Independent Treasury System. The result of holding surplus revenues 
in the Treasury was pressure for funds in the money market, especially 
in the autumn, when money was needed for harvesting. The shortage 
of funds was felt more severely in agricultural areas, and the western 
banks had to call in their loans or restrict the advances to their town 
customers. If the Treasury surplus had been kept in the commercial 
banks, subject to the call of the Government, the evils of hoarding 
might have been avoided. But the Treasury was not permitted by 
law to keep customs receipts, the largest form of revenue, in the 
banks.®2 As a way out of this dilemma the Treasury adopted a policy 
of spending its surplus funds on the repurchase of Government bonds. 
When the surplus revenue became too large the Secretary of the Treas- 

U.S., Treasury Dept., Annual Report of the Secretary^ 1882, p. xxviii, 
oiGrosvenor, American Securities, pp. 216 ff.; Turner, Member Bank Borrowing 
P- 13. 

See Appendices III-IV. 
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ury resorted to buying bonds, if necessury, even 3.t 3. prennum. This 
seemed to be a wise way to spend the surplus hoard.®^ 

In the fall and winter of 1887, for instance, a stringency occurred 
which was closely related to the accumulation of surplus revenues in 
the Treasury.®^ The idle hoard had been a serious danger for several 
years, and Secretary Fairchild (April i, 1887— March 6, 1889) thought 
he ought to help check impending financial pressure by restoring 
money to trade. Accordingly, he purchased bonds in the open market.®^ 
But by 1888 the entire short-term debt had been retired.®® No other 
issues were due or callable. Secretary Fairchild then went into the 
open market and bought Federal bonds, although he had to pay a 
premium — sometimes even as high as 29 percent. ®'^ These purchases 
in turn caused a further rise in the price of the bonds, making this 
method of distributing the surplus more and more expensive.®® 

This method of reducing the surplus had been used by Secretary 
Guthrie (1853-1S56) and Secretary Cobb (1857-1859),®® but Fair- 
child resorted to prepaying the debt on an even larger scale.'® The 
implications of retiring the public debt on our monetary system were 
far-reaching. The Federal debt was the foundation of an important 
element of the country’s currency. The national bank notes had to be 
backed by a 100 percent reserve consisting of Federal Government 
bonds. With a redemption of these bonds, the volume of national bank 
notes decreased just when an expansion of currency was needed. The 
amount of Federal bonds outstanding constituted the ceiling beyond 
which national bank notes could not be issued. 

In 1887-1888 the Treasury surplus was so large that bond pur- 

U.S., Treasury Dept., Annual Report of the Secretary, iS8j, p. xxx. 

Conant, History of Modern Banks of Issue, p. 666 . 

U.S., Treasury Dept., Annual Report of the Secretary, rSSy, p. xxvii; see also Ap- 
pendix V, below. 

Ibid., p. xxviii. 

Public opinion was opposed to such purchases, since under the .Act of March 3, 
1S81 (21 Stat., 457), no reference had been made to bond purchases above par. Reso- 
lutions were adopted by both houses of Congress on .April 17, iSSS, to the effect that 
it was lawful and proper to invest the government surplus in bonds at the premium 
necessary to obtain them. U.S., Treasury Dept., Annual Report of the Secretary, 1S8S, 
pp. xxvi-xxvii. 

' U.S., Treasury Dept., Annual Report of the Secretary, iSSj, p. xxvii. 

See pp. 67-71. 

'•^Andrew, “Partial Responsibility of Secretaries Gage and Shaw for the Crisis of 
1007,’’ Bankers Magazine, Vol. LXXVI (.April, 1900), p. 493. 

Sec Appendix III, below. 
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chases alone were not sufficient to disburse it.’- Fairchild decided to 
increase Government deposits in national banks. That public money 
(except customs dues) might be deposited in national banks was a 
part of the National Banking System.’^ However, it was regarded as 
an exceptional method, to be used only in emergencies.’^ In the course 
of the Civil War the banks which helped place loans were allowed to 
retain the funds from bond sales (sometimes $30,000,000 to $40,- 
000,000) until they were used. Throughout the seventies public de- 
posits rarely reached $10,000,000, except during the refunding opera- 
tions of 1879, when the proceeds of new bond sales were temporarily 
left in the banks pending the retirement of old bonds. During the 
early eighties the amount of public funds deposited in national banks 
were somewhat higher, but they did not at any time rise above 
$10,000,000.’® 

Fairchild’s new policy of depositing public funds in the national 
banks made Government deposits jump to $54,000,000 by 1888. De- 
pository banks had to give the Treasury satisfactory collateral in the 
form of “United States bonds and otherwise.” ’® The amount of de- 
posits banks could receive had been limited to 90 percent of the par 
value of the bonds pledged as collateral. This rule was now changed 
to allow maximum deposits fully equaling the par value of the 4V2 
percent bonds and even as high as 1 10 percent of the 4 percent bonds.” 
In justification of his new rulings Fairchild pointed out that the inter- 
pretation of the clause “satisfactory collateral in the form of the 
United States bonds and/or otherwise” had been left to the discretion 
of the Secretary of the Treasury. Secretary Fairchild wished to place 
much of the surplus revenue into the hands of the banks so that pres- 
sure for funds might be mitigated.’® Consequently he interpreted 
satisfactory collateral to mean, not collateral exceeding the deposits, 
but deposits equaling or exceeding the collateral. In this fashion he 
could increase Treasury deposits. Secretary Fairchild always con- 

Treasury Dept., Annual Report of the Secretary, iS8y, p. xsvii. 

See below, p. 8o. 

U.S., Treasury Dept., Annual Report of the Secretary, 1887, p. xxviii. 

See Appendix II, below. 

'®The phrase was later interpreted by Secretary Shaw to read, “United States bonds 
or otherwise.” This interpretation helped him to meet the central banking problem of 
a Treasury surplus. See p. 104. 

Commercial and Financial Chronicle, Vol. XLV (October 15, 1887), p. 488. 

Andrew, “The Treasury and the Banks under Secretary Shaw,” Quarterly Journal 
of Economics, Vol. XXI (August, 1907), p. 525. 
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'’'‘?o«v«“he efets of the changed ruling concerning Government 
deSfwl e not entirely satisfactory. As a result oi the mcrease rn 
Sernment deposits, bonds needed to secure national bank notes 
were used as collateral lor Government deposits in the national banks 
and the volume of national bank notes outstanding fell, further 
Government deposits were, therefore, stopped by Secretary Fairchild 
in 1 888 in an attempt to halt the decline of national bank note cir- 

culation. 

Table IV 


■mattONAL bank notes 


T I 880 ® 


Issued 


Retired 


Decrease 


Date 

July 30, 1884 

1885 

1886 

1887 

1888 

1889 


$2,778,960 
2,160,1 10 

1,469.325 

2,936,670 

6,188,531 

1,376,200 


$ 7,883,997 
5,731,673 

8,425,486 

11,307,718 


$ 5.105,037 
3,571,563 

6,956,161 

8,371,048 

8,926,654 

10,415,438 


15,115,185 
11,791,639 

« Andrew, “The Treasury and the Banks under Secretary Shaw.” Quarterly Journal 
9/ Economics, Vol. XXI (August, 1907). P- S^?- 


Secretary Windom, who took office in 1889 (March 7, 1889-Jan- 
uary 29, 1891 ), was a strict observer of the letter of the Law of 1846. 
He believed that the policy of depositing public money in banks was 
wholly unjustifiable. Accordingly, he gradually reduced Government 
deposits These frequent reversals of Treasury policy concerning 
deposits in national banks clearly show that the money market was 
at the mercy of the man who happened to be Secretary of the Treas- 
ury Bank reserves increased or decreased depending upon the views 
of the secretaries and their actions. Government deposits readily lent 
themselves to favoritism; and the withdrawal of deposits disturbed 
business. Both gave the Secretary of the Treasury the power, accord- 
ing to Mr. Windom, to “expand or contract the currency at will.” 

79 See Table IV; see also U.S., Treasuo' Dept., Annual Report of the Secretary, iSgj, 

p. 389- 

81 Secretary Windom thought the Treasury’s power to change the amount of cur- 
rency was dangerous. U.S.. Treasury Dept., Annual Report of the Secretary, 1889, p, 
Ixxxviii; Secretary Boutwell said that the power to change the volun^ of paper m ar- 
culation should remain in the Treasury Department. U.S., Treasury Dept., Annual Re- 
port of the Secretary, 1872, p. xx. 
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The surplus disappeared during Secretary Carlyle’s term (March 

7 > 1893-March 5, 1897), and it did not reappear until 1900, under 

Secretary Gage (March 6, 1897-January 31, 1902).’'- Decreasing 

revenues were partly responsible for the disappearance of the surplus. 

The enormous Treasury surplus had been attacked in the Presidential 

campaign. Both candidates promised reduction of taxation This was 

carried out. The McKinley Tariff Act of October i, 1890 (26 Stat. 

567) lowered the duties on sugar and other large revenue yielding 

commodities not produced to any considerable extent in the United 

States. All revenue receipts declined during the business depression 
of the early eighteen nineties. 


A Treasury surplus began to reappear with the business recovery 
of 1900. The Dingley Tariff Act of July 24, 1897 (30 Stat. 151) and 
new higher taxes further added to the Treasury funds. In 1900 the 
Treasury balance had passed the $200,000,000 figure.”" Secretary 

Gage (March 6, 1897-January 31, 1902) met the situation in the 

same manner as had Fairchild (April i, 1887-March 6, 1889) He 

also increased Treasury deposits in national banks to almost double 

t e figures of Fairchild. His policy was assailed bitterly, but deposits 

in July, 1901, increased to $93,442,683.”-- Treasury activities in the 

mneties, however, were not primarily attempts to deal with a surplus. 

The Crisis of 1893 and the financing of the Spanish-American War 

presented a challenge to the wisdom and efficiency of the Treasury 

How these problems were met will be shown at some length in the 
next chapter. 


^ Kj m ivx K X 


The re ationship of the Independent Treasury to the commercial 
banks of the country was in some respects similar to that of a central 
anking institution. While the Independent Treasury Act had been 
designed to sever the connections which the Treasury had with the 

thafth "t' ““W ^‘^^‘^ally be accomplished. It is true 

ha the Treasury became its own depository, keeping and disbursing 

Its funds. But these activities gave the Treasury an opportunity to 

influence the reserves of banks to a much greater extenfthan before 

See Appendix III, below 
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During the years 1866-1890 the Treasury was faced with many 
problems; periods of Treasury surplus revenues and several periods 
of depression. The secretaries of the Treasury consistently went well 
beyond the confines of a mere fiscal department. They devised 
methods of meeting the monetary problems which a central bank 
would normally have faced. The techniques employed varied and 
revealed the legal limitations imposed upon the Treasury and the 
ingenuity of the secretaries. These men were making the Treasury, 
in some instances unintentionally, function as a central banking or- 
ganization. 

Most of the men who managed the affairs of the Treasury, including 
Guthrie, Cobb, Boutwell, Richardson, Sherma 1, Folger, Fairchild, 
and others were conscious of the wide influence which the fiscal activ- 
ities of the Treasury had upon the reserves of the commercial banks 
throughout the country. Activities which influence bank reserves 
properly belong in the hands of a central bank. A central bank is 
under obligation to see that its activities safeguard the commercial 
banking structure. Since no central bank existed in the United States 
some of the secretaries of the Treasury, perhaps unintentionally, 
filled the void. But most of the men knew that the influence of their 
activities paralleled those of a central bank, and they tried to change 
or interpret the laws under which the Treasury functioned to protect 
and support also the banks and the business community. Others, in- 
cluding Windom, felt the Secretary of the Treasury should be guided 
mainly by the needs of the Treasury Department. This view may be 
sound in times of prosperity relatively free from disturbances, but in 
times of emergency intervention by the Treasury is not only desirable 
but necessary. The Treasury was often in a position to help the banks, 
and no other agency existed that could render assistance. The banks 
and the business community in turn were becoming accustomed to 
regard the Treasury as a superior financial authority which could and 
would render assistance in time of difficulty. 


CHAPTER V 


The Independent Treasury as the 

Real Central Bank 

1890-1912 


D uring the period from 1890 to 1912 the problem associated 
with the surplus of the eighties disappeared and the Treasury’s 
chief concern centered about the deficit. A slight decline in the abil- 
ity of the Treasury to influence and help the banks will be noted 
during the period of the deficit. However, as the Treasury revenues 
again begin to increase, opportunities arose during times of money 
stringencies and panics which tested the wisdom of the secretaries 
of the Treasury, as well as the strength and weakness of the Inde- 
pendent Treasury as a central banking organization. 


1890-1898 

TREASURY DEFICITS AND SLIGHT DECLINE IN 

TREASURY CENTRAL BANKING 

The Treasury Activities during the Money Stringency of 18 go 

In the summer of 1890 a money stringency occurred. In the 
panics of 1873 and 1884 the causes were primarily of domestic 
origin. In this crisis the United States was involved in a disturbance 
which had its origins elsewhere. ^ Excessive speculation developing 
in England had culminated in the Baring failure in November, 1889. 
English investment bankers then found themselves with more for- 
eign securities than the English investment market could absorb. 
Engknd not only stopped buying but also sold American railroad 
securities and withdrew the proceeds in the form of gold during 
July and August, 1890. There was an outflow of gold during those 
months. Loss of gold due to sales of American securities by London 
bankers was sufficiently large to affect bank reserves and to dimin- 

1 Sprague, HUlory of Crises under the National Banking System, p. 124. 
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ish the currency available for early fall requirements.- A shortage 
of bank reserves produces effects more marked and more prompt 
(the curtailment of credit extension and the recalling of loans) than 
an excess of reserves which may remain unused. American import- 
ers who had increased their purchases in anticipation of the Mc- 
Kinley Tariff Act of October i, 1890 (26 Stat. 567) discovered that 
they could not get the customary credit extensions when their bank 
loans fell due. In addition, the payment of higher duties under the 
new tariff threatened to sterilize for a time even more currency and 
potential bank reserves in idle Treasury holdings. 

Furthermore, speculation had become rampant in anticipation of 
an inflation to be expected from new silver legislation. Mr. Windom 
(March 7, 1889-January 29, 1891), in his first report, in 1889, had 
come forth with a novel idea regarding silver.^ He recommended the 
issue of Treasury notes against the deposit of silver bullion to the 
extent of the market price of the silver when deposited; the notes 
were to be redeemable in either gold or silver. Secretary Windom 
believed in a strict interpretation of the letter of the Independent 
Treasury Law. Accordingly he had set about decreasing the public 
deposits in national banks with its inevitable deflationary effects."* 
But the fear of a panic in 1890 disturbed the Secretary, and he was 
not entirely deaf to the political pleas of the inflationists. He thought 
he could evolve a scheme to win over the inflationists and still not 
appear to be changing his strict views on the Independent Treasury 
Law of 1846. Six new northwestern states had just been created, 
and their representation in the Senate added considerably to the 
strength of the advocates of free silver. 

The scheme proposed by Secretary Windom led to the enactment 
of a bill, which was passed on July 14, 1890, known as the Sherman 
Silver Purchase Act. It authorized and instructed the Secretary of 
the Treasury to purchase 4,500,000 ounces of silver bullion each 
month and to issue in payment thereof Treasury notes of full legal 
tender.® This meant an increase in the currency at home, and Amer- 
ican credit suffered abroad.® The new supply of currency backed by 

^Commercial and Financial Chronicle, Vol. LI (August 2, 1S90), p. 124. 

3 U.S., Treasury Dept., Annual Report of the Secretary, iSSq, pp. Ixxiv-lxxxiv. 

* Ibid., p. Ixxxviii. ® 26 Stat. 289. 

® Beckhart, ed., The New York Money Market, Vol. I, p. 376; sec also .Appendix VII, 
below. 
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silver had a temporary effect in easing the stringent money market. 
However, a greater supply of currency was not in itself sufficient 
for a restoration of confidence in the money market.'^ This would 
require the correction of the maladjustments in a faulty money and 
banking structure. But the Secretary’s most pressing problem was 
that, not of long-range reform, but of immediate assistance to the 
money market. The disturbance in the money market during the 
summer and autumn months was partly caused by foreign with- 
drawals of gold, which in turn led to insufficient reserves in New 
York. The decrease in reserves in the early fall of 1890 was due not 
only to gold exports but also to the customary withdrawal of funds 
for crop-moving purposes. In the task of assisting the money mar- 
ket he was obliged to follow the methods of his predecessors. 

Secretary Windom disbursed unusually large amounts of money 
($99,000,000).® He started buying bonds as early as July 19, 1890, 
and continued until November i. In addition, the Treasury’s ordi- 
nary quarterly interest payments were made in September instead 
of October.® The assistance which he gave was effective; reserves of 
the New York banks rose, and the interest rate on call loans fell. 
Government disbursements succeeded in counteracting the disturb- 
ance of the summer and autumn months. This assistance rendered 
by the Treasury to the money market is usually that associated 
with a central bank, not that of a Government fiscal agency. 

When the stringency recurred in November, 1890, it was caused 
primarily by a general lack of confidence in the general business 
outlook and a precautionary marshaling of cash reserves by 
banks in the West, which had previously kept a large part of their 
reserves on deposit with New York banks. Again the Treasury re- 
sponded to the appeals for help, and it aided the banks in regaining 

their cash position, although the ability of the Government to help 
had diminished. 


By the early nineties the Treasury was regarded as the ultimate 

^ Commercial and Financial Chronicle. Vol. LI (November 15, 1890), p 6«- Kinlev 

Independent Treasury, p. 22,^. 

« U.S., Comptroller of the Currency, “Annual Report, iSgi,” in U.S., Treasury Dept 
Annual Report of the Secretary, iSgi, p. 326. ^ ^ 

^ U.S., Treasury Dept., Annual Report of the Secretary, i8qi, p. x,Yvi 

‘"U.S., Comptroller of the Currency, “Annual Report', 1891,” in the U.S., Treasury 

Dept., Annual Report of the Secretary, 1S91, p. 326; Kinley, Independent Treasury p 
2 ^ 0 « 
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source of help in time of need. The banks turned to the Treasury 
to fulfill the function of a central bank. In tranquil times the banks 
were not willing to recognize the Treasury as a central bank, be- 
cause that would have meant changes in their mode of operation 
and their individualistic attitude. Instead they preferred to expect 
the Treasury to fulfill central banking functions only in times of 
stress. To such an extent did the banks depend on the Treasury that 
they no longer prepared even for the regular fall stringency. The 
Contjnercial and Financial Chronicle describes this situation as fol- 
lows: 

The time was when our banks provided beforehand for the fall trade and 
so trimmed their sails through the summer months to avert a storm by 
preparing themselves for the crop demand. Of late years they have looked 
to the Treasury wholly and have gone through the summer trenching on 
their reserves regardless of any increased drain sure to come later on.^2 

Whether the Treasury should aid the money market was much 
discussed by financial writers. Most agreed that it was proper for 
the Treasury to restore to general circulation money which had been 
recently withdrawn. Secretary Windom yielded to public opinion 
which was largely that of the inflationists and which stressed the 
fact that a Treasury surplus served no purpose if permitted to lie 
idle in the vaults. On the other hand, it was argued that if used 
it would allay a stringency and safeguard the credit structure of the 
country. These arguments prevailed with Secretary Windom, and 
he followed a policy of his predecessor — spending the Treasury sur- 
plus by purchasing Government bonds. This action did increase the 
supply of money.*-* A Treasury surplus is too unreliable a founda- 
tion for a national credit structure, because its existence depends 
upon an excess of revenues over expenditures and it cannot be ex- 
pected that there will always be an excess. In addition, funds for the 

"Admirable in many respects, experience shows that our banking system is devised 
for fair weather, not for storms. This can be clearly shown. The individual banks stand 
isolated and apart, separated units, with no tic of mutuality between them. There is no 
obligation of duty from the strong to the weak or exposed, nor any method of legal 
association for common protection or defense in periods of adversity and depression.” 
U.S., Treasury Dept., Annttal Report of the Secretary, igoi, pp. 79-80. 

Commercial and Financial Chronicle, Vol. LI (December 6, 1890), p. 754. 

See above, p. 8 :, the quotation from the statement of Secrctarx- Fairchild, Win- 
dom s predecessor, U.S., Treasury Dept., Annual Report of the Secretary, J8S7, p. xxvi. 

^ ‘ See Appendixes V and \TI, below. 
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money market and for crop-moving purposes should be provided by 
the banks, not by the Treasury. 

The Treasury in the Crisis of i8q3 

In the panics of 1873, 1884, and 1890 the Treasury had given 
aid to the money market. In the Panic of 1893 the situation was 
reversed. The Treasury needed the aid of the banks and had to 
issue bonds during this crisis for the purpose of meeting a deficit. 

The Treasury was faced with a deficit as the decline of trade 
caused customs duties to shrink, in spite of the increased rate of 
the McKinley Tariff. Also, the Europeans doubted our ability to 
maintain the gold standard; orders to sell their holdings of Amer- 
ican securities were increased, and gold had to be exported.^® In 
addition, the Treasury's gold was at the mercy of the public, be- 
cause a heavy demand for the redemption of notes in gold began 
in December, 1892, and continued throughout 1893. Notes pre- 
sented for redemption included United States notes and Treasury 
notes of 1890. The Sherman Silver Purchase Act did not help the 
Treasury, for it required the purchase of 4,500,000 ounces of silver 
each month, to be paid for in legal tender notes. Nearly the entire 
increase in currency consisted of paper money based on silver, 
resulting in an abundance of this cheap money. 

The surplus revenue of the late eighties had been used in redeem- 
ing bonds, including even those selling at a premium.^® Buying 
bonds had not only reduced the amount but also had raised the 
price of bonds available as a basis of national bank note circula- 
tion.^® The circulation of notes of national banks had then begun 
to decrease. In 1892, however, the Treasury deficit forced the 
abandonment of bond purchases, thus checking the retirement of 
national bank notes.“® At the same time silver legal tender issues 

Under Section 3 of the Specie Resumption Act, January 14, 1875 (18 Stat. 296), 
authority is given the Secretary of the Treasury to issue and sell United States bonds 
and to use such part of the proceeds as may be necessary to supply any deficiencies in 
the public revenue; U.S., Treasury Dept., Annual Report of the Secretary^ iSgj, p. Ixx. 

1® U.S., Treasury Dept., Annual Report of the Secretary, iSpj, p. Ixxiv; Beckhart, ed., 
The New York Money Market, Vol. I, p. 397. 

ii’U.S., Treasury Dept,, Annual Report of the Secretary, 1892, p. xxx; U.S., Treasury 
Dept., Annual Report of the Secretary, 1893, p. 72; see also Appendix VII, below. 

1® U.S., Treasury Dept., Annual Report of the Secretary, 1888, p. xxvi. 

1® U.S., Treasury Dept., Annual Report of the Secretary, 1887, p. xxvii. 

20 See Table V. 
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Table V 


NATIONAL BANK NOTES, 1888-1893“ 


Year Ending 

Issued 

Retired 

Increase 

Decrease 

April 30, 1888 

$7,755,416 

$15,005,579 


$ 77250,163 

April 30, 1889 

1,179,165 

11,789,161 


10,609,996 

April 30, 1890 

3,469,34s 

8,496,305 

^ • 

5,026,960 

April 30, 1891 

1,397,135 

6,578,579 


SyiSi ^444 

April 30, 1892 

3,217,945 

3,934,429 


716,484 

April 30, 1893 

4,735,660 

2,267,346 

2,468,314 



U.S., Treasury Dept., Annual Report of the Secretary, jSgj, p. 389. 


were rapidly increasing.-* Both processes helped to produce infla- 
tion, and gold began to be exported. Prices in general were higher 
here than abroad, resulting in an unfavorable balance of trade and 
an adverse rate of exchange. Exports fell, and imports rose.**- As 
early as May, 1892, the gold reserve fell to $114,000,000; it had 
been $133,000,000 in January, 1879.-' The minimum was $100,- 
000,000, which Secretary Sherman had calculated was necessary to 
cover the paper currency in circulation in i879.-'‘ The function of 
keeping the gold reserve of the country at an adequate figure was 
by implication assigned to the Treasury through the clause of the 
specie resumption law establishing the gold reserve.-® This duty is 
usually delegated to a central bank. 

Table VI 


SILVER CERTIFICATES OUTSTANDING, 1888-1893“ 


Year Ending June jo 

1888 

1889 

1890 

1891 

1892 

1893 


Silver Certificates Outstanding 

$229,491,772 

262,629,746 

301,539,751 

314,715,185 

331,614,304 

330,957,504 


° u s. Treasury Dept., Annual Report 0/ the Secretary, iSpj, p. 60. 


See Table VI. 

-2 Sprague, History of Crises under the National Banking System, p. 157. 

2® U.S., Treasury Dept., Annual Report of the Secretary, iS'jg, p. 338 

2* U.S., Treasury Dept., Annual Report of the Secretary, iSq^, p. hxxi. 

25 Not until the Act of March 14, 1900 (31 Stat. 45), was the Treasury’s duty to keep 

the gold reserve of the country e.xpressly established by law, and the amount was set 

at $150,000,000 in gold com and bullion for the redempUon of United States notes and 

notes issued under the Act of July 14, 1890. The Treasury may sell bonds to replenish 
the reserve (26 Stat. 289). ^ 
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The gold receipts of the Treasury from customs payments dimin- 
ished rapidly in 1892.“® In addition, silver paper helped drive gold 
out of the country. More and more legal tender notes or greenbacks 
and silver certificates also appeared in bank reserves and in the 
general receipts of the Government, The composition of bank re- 
serves changed. For many years the banks had supplied practically 
all the gold needed for export. Now their reserves consisted so 
largely of legal tender paper that the banks were compelled to turn 
paper currency into the Treasury for gold to meet the demands of 
their customers who needed the metal to send abroad. At the same 
time gold receipts of the Treasury were declining. By January, 1893, 
the Secretary of the Treasury had to ask the New York banks to 
supply gold in exchange for legal tender.-^ In April the Treasury 
gold reserve fell to the traditional minimum, and for the first time 
the issuance of gold certificates was stopped by the Treasury.^® 
Public apprehension regarding the decrease in the gold reserve was 
becoming acute. 

The Treasury was in the position of a bank which had issued 
more notes than it had reserves with which to redeem. This is a 
dangerous situation for the credit of the country which the Treasury 
is under obligation to protect.-® 

In addition to these complications the Treasury was faced with a 
deficit for ordinary expenses and was. forced to draw on the gold 
reserve to meet them.®® Thus there was a double drain upon the 
reserve to meet current expense and redeem legal tender notes. By 
February, 1893, the panic had come to the business world with the 
bankruptcy of the Philadelphia and Reading Railway Company, 
which occurred on the twenty-sixth of February. The failure of the 
National Cordage Company followed, in May. The public then 
began to hoard gold and the banks to lose their cash reserves. The 
severest panic came in midsummer. Reserves in the New York 
banks fell heavily, interest rates on call loans rose, and time loans 
could not be secured. Many banks refused to cash the checks even 
of their own depositors. About 578 banks failed, including 158 na- 
tional banks.®^ Because of its own deficit, the Treasury was unable 

26 U.S., Treasury Dept., Annual Report of the Secretary, i8g2, p. xxx; see also Ap- 
pendix IV, below. 

27 U.S., Treasury Dept., Annual Report of the Secretary, 1893, p. Ixxiii. 

2® Ibid. 2 B jfyid, 

3 ® Ibid., p. Ixx. 31 p 34^ 
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to assist the banks and was not strong enough to maintain its own 
credit. 

Clearly the Treasury was not fulfilling and could not fulfill the 
central banking function which it had formerly exercised, namely 
that of helping the banks to increase their reserves. This period 
marked a temporary decline in the central banking activities of the 
Treasury .^2 

In August, 1893, a premium appeared not only on gold but also 
on paper currency. But a premium on currency had the effect of 
lowering the general price level in cash transactions. Lowered 
prices, in turn, induced foreigners to buy here. This change in the 
balance of trade again made the importation of gold possible. 
Furthermore, the premium on gold induced Americans to import 
gold to take advantage of its high value. As a result the tide finally 
began to turn.'’^ Congress met in special session in August, and the 
President demanded the repeal of the Silver Purchase Act, which 
he argued was the sole reason for the financial crisis of 1893. In 
his opinion foreigners doubted the ability of the United States to 
maintain the gold standard and as a consequence were draining off 
our gold. The Sherman Silver Purchase .Act of 1890 (26 Stat. 2S9) 
was repealed on November i, 1893.®^ 

Repeal of the act relieved the Treasury of its burdensome obli- 
gation to purchase a prescribed amount of silver, but it made no 
final provision for the retention or retirement of the $155,000,000 
of Treasury notes issued under the Act of 1890 ($153,318,000 \Ure 
outstanding on December 31, 1893 On his own initiative Secre- 
tary Carlisle (March 7, 1893-March 5, 1897) who favored a gold 
standard adopted a policy of gradual retirement in accordance \vith 
the circumstances of the cash balance and by June 30, 1896, about 
$45,811,000 of the Sherman notes had been retired.^® Final provi- 
sion for their retirement was made in the Gold Standard Act of 

••'2 Years later, when a surplus appeared, the Treasury, under the leadership of Gace 
Shaw, and Cortelyou, fully recovered from its temporary weakness and became the 
most important and dominating factor in the money market. It even assumed powers 
such as the head of a central bank would hesitate to assume. 

Ibid., p. Ixxiv. 

Ibid.; 28 Stat. 4; Dewey, Financial History of the United States, p. 445. 

U.S., Treasury Dept., Annual Report of the Secretary, iS^y, p. Ixxii. 

U.S., Treasury Dept., Annual Report of the Secretary, iSp 6 , p. 113; see also Ad- 
pendix VII, below. ^ 


THE TREASURY, 1890-1912 93 

1900 stipulating that the notes be withdrawn from circulation as 
rapidly as they returned to the Treasury.^'^ 

The repeal of the Sherman Silver Purchase Act and the importa- 
tion of gold restored confidence in the monetary system. After the 
crisis of midsummer had passed hoarded currency returned to cir- 
culation, gold began to appear in Government receipts, and the gold 
reserve of the Government against notes outstanding temporarily 
rose to about $103,000,000. But by October, 1893, the reserve fell 
to about $81,000,000, due to the deficit in revenue,^® and by June, 
1894, it fell to about $65,000,000.^^ 

Treasury Bond SaleSy i8g4-i8g8 

In 1894 the Treasury found it necessary, in order to maintain 
its gold reserve, to sell a $50,000,000, 5 percent bond issue at 
117.223. As the loan was not subscribed by the public, the Treasury 
asked the banks to take up the issue. The sale yielded $58,660,000 
in gold, but the Treasury then had to redeem about $24,000,000 in 
greenbacks, with a corresponding loss of gold. In November another 
bond issue was sold, but the proceeds again did not for long re- 
plenish the gold supply of the Treasury, as most of the gold ob- 
tained was used to redeem greenbacks.^" By 1895 the “endless 
chain” seriously threatened the gold reserves of the Treasury. 

The “endless chain” worked somewhat in the following manner. 
Under the Specie Resumption Act of January 14, 1875, the Treasury 
was forced to redeem all greenbacks in gold that were presented 
for redemption.^! But under the Act of May 31, 1878, the Treasury 
had to put greenbacks, once redeemed, back into circulation, since 
the total amount of greenbacks outstanding was to remain sta- 
tionary. 4 - This act had been passed in 1878 to satisfy the inflation- 
ist interests. The same greenbacks, first redeemed and then paid 
out, might again be presented for specie redemption.^3 jf 
31 Stat. 47. 

33 U.S., Treasury Dept., Annual Report of the Secretary, 1893, p. Ixxiii. 

39 U.S., Treasury Dept., Annual Report of the Secretary, 1894, P- Ixviii; U.S., Treasury 
Dept., Annual Report of the Secretary, 1928, p. 550, Table 60. 

49 U.S., Treasury Dept., Annual Report of the Secretary, 1894, P- xix. 

4 ^ 18 Stat. 296. 42 20 Stat. 87; see also above, p. 72. 

43 U.S., Treasury Dept., Annual Report of the Secretary, 1893, p. Ixxv; Treasury notes 
issued under the silver purchasing act must be reissued when redeemed in gold, or, if 
canceled, standard silver dollars must be issued in their place; for if this were not done, 
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volving procedure were carried on quickly and frequently enough, a 
relatively small amount of greenbacks could take all the gold out 
of the Treasury. The Treasury was in the position of a central bank 
which found it almost impossible to maintain the value of its paper 
currency issues at par. 

Late in 1894 the banks had given to the Treasury all the gold 
they could spare. An unfavorable balance of trade made the im- 
portation of gold extremely unlikely. In February, 1895, President 
Cleveland turned to a group of leading New York bankers for as- 
sistance. J. P. Morgan and H. P. Belmont took $50,000,000 of 4 
percent thirty year bonds at 104/2 and agreed not to withdraw gold 
from the Treasury and to induce others not to do so. In addi- 
tion, the syndicate promised to deliver 300,000 ounces of gold each 

month for six months. The Government gold reserve rose to about 
$107,000,000. 

At the same time a speculative boom broke out in England em- 
bracing also American securities. Gold came into the United States 
in payment for American securities purchased by English investors « 
Security prices rose rapidly also in New York, and soon foreign 
investors started selling some of their holdings and withdrawing 
the proceeds in the form of gold. Largely due to these gold ex- 
ports, the Government gold reserve fell back to $61,000,000 in De- 
cember, 1895.^= The Treasury could not prevent the loss of gold 
and decided to strengthen its reserves by another bond sale. Ac- 
cordingly, in January, 1896, the Treasury sold 4 percent bonds in 
gold for $100,000,000. This action on the part of the Treasury was 
based on Secretary Carlisle’s (March 7, 1893-March 5, 1897) in- 
terpretation of the Specie Resumption Act of January 14, 1875, 
which directed the Treasury to accumulate a gold reserve fund or to 
sell bonds."® This loan was popular and oversubscribed. The Treas- 


hcrc would be a smaller amount of such notes outstandint; than the cost of the silver 
bullion and the standard silver dollars coined therefrom and held in the Tre.asury and 

wi! ‘•■’'P'-^sly prohibited by the Act of July 14, ,890 (j6 Stat ^’289) 

Whether these notes are reissued or destroyed and standard silver dolhrs substituted 
t^hem, the practical result is the same ; for in both cases the Secretary would be using 
notes redeemed in gold for the payment of the ordinary expenses of the Government 


Ibid., p. Ixx. 

Annual Report of the Secretary, iSo 6 , p. Ixxi 
" 18 Stat. 296; see also pp. 71-72, 
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ury gold reserve rose to about $131,000,000 in February, 1896^'^ 
and from then on, the Treasury’s difficulties were past. Its gold re- 
serve steadily increased for the next two years. By 1898 the gold 
fund had reached $245,000,000.^® 

Treasury Activities during the iSgo^s 

The Treasury difficulties during the nineties arose in part from 
the fact that the department was engaged in fiscal as well as bank- 
ing operations. It had issued greenbacks in a national emergency 
and silver certificates to appease the inflationists. The Treasury was 
compelled by legislation to redeem them in gold. Inherent contra- 
dictions of the Specie Resumption Act of January 14, 1875, and the 
Act of May 31, 1878, caused the Treasury considerable trouble. 
On the one hand, the Treasury had to retire greenbacks which were 
presented for specie; while on the other hand, the Treasury was 
ordered to reissue the greenbacks once redeemed. The same green- 
backs might come back for redemption several times. The Treasury 
notes of 1890 also presented a problem. If they were redeemed in 
gold, they must be reissued. If canceled, standard silver dollars 
must be issued in their place. Whether these notes were reissued or 
destroyed and standard silver dollars substituted for them, the Sec- 
retary would use the redeemed notes to pay for ordinary expenses 
or to buy more coin for the reserve fund. 

To carry out these orders for any length of time the Treasury 
needed a huge gold supply. In addition, the Treasury paid ordinary 
expenses in gold when it was handicapped by a decline in the rev- 
enue. As a result, it had to borrow from banks to secure gold to 
pay its various obligations. The Treasury was drawing on the banks 
when they themselves needed funds. Consequently, bank reserves 
were decreased in order that the Treasury might maintain a cur- 
rency convertible into gold. In fulfilling the latter central banking 
function, the Treasury had to humiliate itself by appealing to the 
banks to exchange its paper notes for gold. The Treasury, burdened 
by inconsistent laws, found itself unable to keep the gold reserve in- 
tact and place its own notes without the aid of brokers. The Treas- 

U.S., Treasury Dept., Annual Report of the Secretary, i8g6, p. Ixxii. 

^®U.S., Treasury Dept., Annual Report of the Secretary, i8(?S, p. xiii; Kinley, Inde- 
pendent Treasury, p. 253. 
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ury lost temporarily a good deal of its influence and power, but more 
important was the maintenance of the convertibility of the currency. 
This function the Treasury performed despite all handicaps. 

The Treasury during the Spanish- American War 

The Spanish-American War imposed new duties upon the Treas- 
ury, and they tended to relegate once more to the background what- 
ever central banking functions the Treasury had tried to perform 
In order to finance the Spanish-American War, Congress passed 
an act on June 13, 1898 (30 Stat. 466), providing for an issue of 
$400,000,000 in 3 percent bonds, of which $200,000,000 were of- 
fered at a uniform price of par. Some doubt was expressed whether 
bonds bearing so low a rate as 3 percent could be sold except at a 
discount. To avoid unnecessary risk, before the issue was released 
the Secretary of the Treasury had arranged with New York under- 
writing syndicates — National City Bank, Vermilye and Company 
Central Trust Company, and J. P. Morgan — to take up the bonds 
if the people did not subscribe to the issue in full. The syndicates 
were effective, not in taking up an unsold portion of the issue, for 
there was none, but in giving prestige to the loans. Secretary Gage 
said that it was the guaranty of the syndicates which “put spirit 
into the loan from the first moment.” It was a popular loan and 
was oversubscribed. Patriotism and the desire of the national banks 
to secure bonds for additional circulation made this flotation suc- 
cessful."’® The Government w^as obliged, until it should spend the 
proceeds of the loan, to leave the money in the banks in order to 
prevent contraction of the currency."’^ 

The bonds were sold at par, although there were reasons to be- 
lieve that if competitive bidding had been permitted, the price 
■would have been as high as 105.^- That was the sacrifice made in 
order to allow a wide distribution of the bonds among the people at 
the uniform price of par.^^ clerical costs of handling the 

\ andcrlip, “Lessons of Our War Loan,” The Forum, September, iSgS, p. 29. 

U.S., Treasury Dept., Annual Report of the Secretary, iSqS, p. Ixxix. 

•’* \’andcrlip. “Lessons of Our War Loan," The Forum, Vol. XXVI (September, 189S), 
p. 27; see also Appendix II, below. 

\'anderlip, “Lessons of Our War Loan," The Forum, Vol. XXVI (September, iSgS) 
P. 36. 

U.S., Treasury Dept., Annual Report of the Secretary, iSgS, p, Ixx.\i. 
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loan directly through the Treasury Department were great/’^ Never- 
theless, the Treasury felt that the expense of managing the loan and 
the loss of a possible premium were overshadowed by the remark- 
able exhibition of faith in the Government’s securities by people 
of small means.^^ 

During the Spanish-American War the Treasury confined itself 
largely to the handling of Federal receipts and disbursements. It 
sold bonds, received the customs duties which were collected, main- 
tained an adequate gold reserve, and made the disbursements re- 
quired during the war. It is true that the war was short and minor 
in scope; nevertheless it is noteworthy that the Treasury did not 
lean on the banks, and specie payments were not suspended. The 
Treasury took no active part during this period in managing or in- 
fluencing bank credit and the general banking situation. During 
the Civil War financial conditions had been different. Specie pay- 
ments were suspended, and the Independent Treasury accumulated 
gold. The Government received gold in payment of duties. Most of 
the gold remained in the vaults because the Treasury paid current 
expenses with paper money.^® No one wanted to pay his debts with 
anything but depreciated currency. This state of affairs affected 
prices and introduced an element of uncertainty into all business 
transactions. Storing of gold caused speculation in gold itself, and 
its price varied rapidly. These evils were avoided by the Treasury 
during the Spanish-American War. 

1899-1912 

THE PERIOD OF REFORM AND MARKED INCREASE OF 
THE TREASURY CENTRAL BANKING ACTIVITIES 

During the years 1896 to 1912, inclusive, the secretaries of the 
Treasury assumed greater central banking powers than those en- 
joyed by the head of any established central bank of that time. 
The Treasury was no longer beset with the difficulties resulting from 
decreased revenue; its gold reserve was adequate for the conver- 

®*Vanderlip, “Lessons of Our War Loans," The Forum, Vol. XXVI (September, 
iS98),p. 35. 
ibid., p. 36. 

Kinley, Independent Treasury, p. 79; the Treasury kept on hand the supply of gold 
received in payment of custom dues to pay only the interest on the public debt; ibid., 

P- 304. 
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sion of the Treasury paper currency. No war occurred which forced 
the Treasury to concentrate on fiscal matters to the exclusion of 
the banking and credit structure. The Treasury revenue increased 
so that the Treasury became an active and potent force in the 
money market. Finally, its powers frightened cautious businessmen 
and contributed to the establishment in 1913 of an organization 
which was intended to handle exclusively the central banking func- 
tions previously assumed by the Treasury. One of the measures 
which substantially increased the banking activities of the Treas- 
ury was the Gold Standard Act of 1900. 

The Organization and Functions oj the Treasury under 

the Act of iQOO 

Around the turn of the century the country was prosperous, and 
the usually implacable silverites allowed their inflationist sentiment 
to decline. On the other hand, the sound-money advocates felt safe 
in launching a gold currency campaign, which resulted in the Gold 
Standard Act of March 14, 1900.^^ Under Section I of this law all 
other forms of money were to be maintained “at parity” with gold. 
The foundation stone of the currency system was to be the Treasury 
gold reserve. Section II described in detail the banking functions 
of the Treasury, particularly regarding the management of the gold 
reserve.^® Under Section IV the Treasury was divided into two de- 
partments: (i) the ordinary fiscal department, and (2) the depart- 
ment of issue and redemption."’^ The Treasury was instructed also 
to redeem in standard gold coin all United States notes and to re- 
tire the Treasury notes of 1890. For this purpose the Secretary of 
the Treasury was to set apart and maintain a reserve of $150,000,000 
in gold coin or bullion. This fund succeeded the old $100,000,000 
limit set by Secretary Sherman and kept by the Secretary of the 
Treasury under the implied authority of the Resumption Act.®® 
Whenever the Treasury paid out gold for United States notes, 
the Secretary of the Treasury after that time had to use the notes 
which came into his hands exclusively to purchase gold in order to 

Dewey, Financial History of the United States, p. 471. 

■■S31 Stat. 45. 

Treasury Dept., Annual Report of the Secretary, 1893, P- Ixxii; see above, p. 
90. 
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restore and maintain the gold reserve. By using the redeemed notes 
only to purchase gold, he paved the way to end the “endless chain” 
started by the Act of May 31, 1878, which forced United States 
Notes once redeemed to be reissued and permitted them to be again 
redeemed in gold, and so forth, ad infinitum. Under the Act of 1900 
if the reserve fell below $100,000,000 the Secretary of the Treasury 
was to sell bonds to restore the gold reserve to the maximum of 
$150,000,000. The gold coin received from sale of bonds went first 
to the General Fund of the Treasury and then was exchanged for 
notes that had been redeemed and were held in the Department of 
Issue and Redemption. Under Section IV of the Act these notes could 
then be used to redeem United States bonds or for any other lawful 
purpose except to meet deficiencies in current revenue.*^ ^ Under the 
old arrangement, for instance in 1893, the fund was used to cover 
general Federal expenses.®- Now redeemed notes must be held in 
the reserve fund until exchanged for gold, and neither they nor the 
gold may be used for any other purpose. 

The division of Issue and Redemption of the Treasury Depart- 
ment maintained the trust funds of the Treasury — the gold coins 
held against gold certificates and the silver dollars represented by 
silver certificates. This Department of Issue and Redemption v/as in 
effect a bank of deposit and issue.®'* Under the law the Treasury 
received deposits of gold and issued warrants or certificates against 
them. It issued its own notes and held the specie reserve against 
them. It exchanged money of one kind for other kinds. It performed 
exchange operations by a transfer of currency.®"^ These services rep- 
resented a considerable expense to the Government. In other coun- 
tries government treasuries do not usually perform banking func- 
tions. They do not hold specie and issue notes against it, nor do they 
exchange paper money for specie. In other countries central banks 
are obliged to perform these banking services, at their own expense. 

31 Stat. 45. 

® 2 XJ.S., Treasury Dept., Annual Report of the Secretary, iSgs, p. ]xx; see also above, 
pp. 91-92. 

Kinley, Independent Treasury, p. no. 

Deposits of gold were made in New York for the transfer of currency to other 
points. These deposits began early, and the Treasury supplied the kinds and amounts 
of paper currency desired, which were usually United States notes and silver certificates 
of small denominations. U.S., Treasury Dept., Annual Report of the Secretary, 1902, 

p. 14. 
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In the United States the Treasury assumed these burdens. All that 
was necessary to make the United States Treasury a bank of dis- 
count was to permit it to issue notes against some assets of the 
banks other than United States bonds. If the law permitted it to 
accept commercial paper from the banks and to give them addi- 
tional circulation in exchange therefor during a crisis, it would be 
performing practically all the functions of a central bank and have 
all the functions and power necessary to “regulate the currency.” 


Banking Activities oj the Treasury after jgoo 

Secretary Carlisle (March 7, 1893-March 5, 1897) wrote as early 
as 1893 “under existing legislation the Treasury Department exer- 
cises to a larger extent than all the other financial institutions of 
the country combined the functions of a bank of issue.” He stated 
that the Sub-treasury had acted as a bank of deposit, issue and 
redemption and as agents for the transfer of currency from one part 
of the country to another. Secretary Carlisle noted that the New 
York Sub-treasury was also a storage warehouse for gold and silver 
bullion used in international exchange to settle trade balances. These 
are functions normally performed by a great central bank. In Pro- 
fessor Kinley’s remarkable study of the Treasury he gives a more 
complete list of the banking functions of the Treasury after 1900.” 
Professor Kinley does not indicate that the banking activities in 
which the Treasury was engaged were central banking functions 
nor did Professor Kinley exhaust the banking activities of the Treas- 
ury. Nevertheless, his list bears repetition in that it confirms the 
fact that the Treasury did perform many more central banking 
functions after 1900 than it did before that time. 

1. Issue and redemption of paper money— United States notes and United 
States Treasury notes of 1890 

2. Preparation and supervision of the issue and redemption of national 
bank notes 

3. Exchange of the various kinds of money for gold or for each other 

4. Regional transfer of funds to move crops 

S- Supervision of the division of the money into proper denominations so 
as to furnish the proper supplies of large and small notes as needed 

Kinley, Independent Treasury, p. no. 

U.S., Treasury Dept., Annual Report of the Secretary, iSifj, p. Lxxiii. 

Kinley, Independent Treasury, p. ico. 
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6, Acting as an influence on the rate of discount by contracting and ex- 
panding the currency through a shifting of its funds between the com- 
mercial banks and its own vaults 

7. Keeping the gold reserve of the country 

United States notes were no longer newly issued; since the Act 
of May 31, 1878, a fixed amount was merely kept in circulation. 
They were paid out by the Treasury, not on the basis of discount- 
ing transactions, but for ordinary expenses of the Government. Un- 
der the Act of March 14, 1900, if the notes had been redeemed in 
gold, they could be reissued only for the purchase of gold. If the 
Treasury had obtained them in payment of revenue or in any other 
way except for gold, the Treasury was free to use them for any 
Treasury purpose. If the Treasury had been a true central bank, it 
could have issued notes by discounting eligible assets. The volume 
of such bank notes issued would then have depended on the amount 
of paper presented for discount. No arrangement of this type existed 
in the United States until the Federal Reserve banks started to op- 
erate on November 16, 1914.^^ 

Under the heading “Issue and Redemption of Paper Money” 
should also be included the transfer of money from one part of the 
country to another, since such transfers were used to substitute one 
type of currency for another. After the Bland-Allison Law of Febru- 
ary 28, 1878 (20 Stat. 25), went into effect, it was found that silver 
dollars did not remain in circulation. They were exchanged for gold, 
and the silver dollars accumulated in the Treasury instead of pass- 
ing permanently into circulation.’® To overcome this difficulty the 
Secretary of the Treasury took advantage of the usual fall move- 
ment of currency to send silver rather than gold into the interior and 
thus conserve the Treasury reserve of gold.’^ Conservation of the 
gold stock of the country is a central banking function.’^ 

The words “money for moving the crops” had come to be a fa- 
miliar heading in the Treasury reports of the United States. The 
method of transfer was for the banks in interior cities to call on 
their New York creditors to remit funds by depositing gold at the 

20 Stat. 87. 

U.S., Treasury Dept., Annual Report of the Secretary, igi 6 , p. i8. 

^°U.S., Treasury Dept., Annual Report of the Secretary, i 8 jg, pp. 334, 346; see 
above, p. 74. 

U.S., Treasury Dept., Annual Report of the Secretary, iSgs, p. Ixxvi. 

Willis, The Theory and Practice of Central Banking, p. 7. 



I O 2 


the treasury, 1890-191 


1 ^ 

New York Sub-treasury, and in exchange the Secretary of the Treas- 
ury would order payment of the amount to the creditor bank in the 

kinds of money 

I uf silver of small denominations is, of course, a matter of great 
importance. During the spring and fall the country districts need 
currency in small denominations suitable for wage payments. Un- 
oucstionably, it is the duty of a central bank to see that banks in 
ulf sections of the country are adequately supplied with the type 
of currency required for their purposes.’^ The Treasury ably per. 
formed this duty.’’ In addition, when the interior bank had no 
credit in N’ew York from which it could draw, the Treasury ad- 
vanced the funds based on Government bonds as collateral.’® 

The Treasury exercised its influence on rates of discount, listed 
above as one of its central banking functions, by alternately de- 
positing and withdrawing public money in the national banks. These 
devices, along with others, including the sale and purchase of Gov- 
ernment bonds, were used by the Treasury in its attempts to keep 
the money market steady and reasonably stable, which is a central 

A C ^ ^ ^ « A • A. ^ • 
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anking function." New methods for achieving the desired result 
were devised by various secretaries of the Treasury, including Gage 
(March 6, 1897-January 31, 1902), Shaw (February i, 1902- 
March 3, 1907), and Cortelyou (March 4, 1907-March 7, 1909). 
Under the administrations of these men the Treasury was inten- 
tionally acting as the real central bank of the country. 

The Treasury Extends Its Central Banking Activities under 

Secretaries Gage, Shaw, and Cortelyou 


Some of the central banking problems of the period from igoo 
to 1912 involved the proper management of a Treasury surplus. 
Fortune favored secretaries Gage, Shaw, and Cortelyou. Through- 

O' U.S., Treasury Dept., Annual Report of the Secretary, igi6, p. 277; set Section 16 

of the Act of Ucccmbcr 23. iqi 3 < 3 * Slat. 265). 

* ‘ Willis, The Theory and Practice of Central Banking, p. S. 

U.S., Treasury Dept., Annual Report of the Secretary, 1893, PP- Ixxvi-lxxvii. There 
is express' authority for the Secretary of the Treasury to subslilute small silver certifi- 
cates for larRcr ones and he also has the power to make such changes as he may deem 
proper in the denominations of the Treasury notes issued under the Act of July 14, 

i8qo (26 Stat. 289). 

'“U.S., Treasury Dept., Annual Report of the Secretary, 1893* PP- bwvi-hxvii; see 
below, pp. 104-1 10. 

Willis, The Theory and Practice of Central Banking, p. 8. 
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out the greater part of their terms of office a Treasury surplus ex- 
isted, which gave them the funds necessary to influence the banking 
and business communities. “Secretaries Gage, Shaw, and Cortelyou 
considered themselves guardians of the money market as well as 
custodians of the Treasury. The Treasury became a sort of balance 
wheel which provided elasticity in the currency situation by alter- 
nately hoarding and releasing funds, giving assistance when panic 
threatened, and bringing in gold when the reserves of the banks 
grew low.” In 1897 Secretary Gage (March 6, 1897-January 31, 
1902) stated that “for more than half a century it was the estab- 
lished policy of the government to endeavor to contribute toward 
the avoidance of commercial disaster.” 

During his term the Treasury balance pvissed the $300,000,000 
mark.®*^ In discussing the period of the eighties I called attention 
to the problem of dealing with a Treasury surplus. The same 
phenomenon occurred during Gage's term. The surplus revenue 
which was not needed for periodic payments was held in tlie Treas- 
ury vaults. This resulted in the withdrawal of huge amounts of 
money from circulation and from the banks.^- Bank deposits and 
bank reserves declined, and the decline in bank reserves resulted 
in the contraction of loans by the banks.®- Caution and hesitancy 
soon became widespread, and the volume of business started to re- 
cede.®-^ Gage met the situation as had Fairchild, by prepaying the 
interest and principal of Government bonds and by increasing 
Treasury deposits with the national banks.®^ By prepaying the in- 
terest on bonds, the Treasury gave the banks an opportunity to 

Beckhart, ed., The New York Money Market, Vol. I, p. 382. 

U.S., Treasury Dept., Transactions with Certain National Banks, s6th Cong., ist 
Sess., House Document 264, p. 5, 

U.S., Treasury Dept., Annual Report of the Secretary, 1901, p. 90; see Appendix II, 
below. ’ 

See above, pp. 78-83. 

-Fairchilds statement in the U.S., Treasury Dept., Annual Report of the Secretary, 
1887, p. xxvi. See above, pp. 66-67. “Taking large sums of actual money out of the 
ordinary financial uses and locking them up as a dead mass in the vaults of the Treasury 
is a proceeding as unscientific and unreasoned as any other part of our unscientific and 
unreasoned banking and currency system.” U.S., Treasury Dept., Annual Report of the 
Secretary, 1912, p. 3. 

“The diminishing ratio of cash reserves puts a strain on the expanding movement 
and impedes further development in that direction.” U.S., Treasury Dept., Annual Re- 
port of the Secretary, 1901, p. 81. 

Ibid., p. 82. 

Ibid., pp. 20, 25-26; see also Appendixes II and V, below. 
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use funds for some time before the interest fell due. The banks re- 
ceived the funds from the Treasury in advance and could employ 
them for the extension of credits, but the banks were obliged to pay 
the bondholders only at the maturity date. As a result of Treasury 
intervention the Government deposits in national banks in July, 
1901, reached $93,442,683.^^^ When Secretary Shaw took office, in 
February, 1902, the Government was still collecting more than it 
was spending. He continued the policy of depositing Treasury funds 
with the banks.^'^' 

Secretary Shaw Relieves the Annual Autumnal Stringencies . — The 
cash reserve against deposits in the New York banks in the fall of 
1902 fell below 25 percent.^^ This was the first time since 1893 that 
it had declined to such a low level. Secretary Shaw became con- 
cerned about the general banking situation and was firmly of the 
belief that one of the Treasury's functions was to serve the money 
market in time of difficulty. Accordingly, he took drastic steps to 
strengthen the cash holdings of the banks. He anticipated payment 
of interest on outstanding bonds; he purchased bonds even if it 
required a premium as high as 35^4 percent — the highest premium 
any secretary ever paid, and he increased the number of depository 
banks as well as the amount of Government deposits.^® Mr. Shaw 
was also determined to devise several new plans if necessary. Thus, 
on September 29, 1902, he offered to accept certain securities other 
than Government bonds for deposits of public money. First he in- 
cluded among the acceptable pledges the state and municipal bonds 
approved by New York State as legal investment for its savings 
banks. Finally, by October 23, 1902, all undefaulted bonds of any 
state or city were declared acceptable.®^ This procedure released 
Federal Government bonds which would now be used as a basis for 

See Appendix II, below. 

U.S., Treasury Dept., Annual Report of the Secretary, igo2, p. 19; see also Ap- 
pendixes II and III. below. 

U.S., Treasury Dept., Annual Report of the Secretary, igo2, p. 23. 

U.S., Treasury Dept., Annual Report of the Secretary, igoz, p. 64; “During the 
summer of 1902 surplus bank reserves throughout the country ran relatively low. This 
is one of the surest indications of trouble in the fall. Preparatory for the crisis certain 
to ensue, the Secretary of the Treasury began special Treasury operations.” U.S., Treas- 
ury Dept., Annual Report of the Secretary, igco, p. 37. 

U.S., Treasury Dept., Annual Report of the Secretary, 2go2, pp. 24, 64; see also 
Appendixes II and V, below. 

U.S., Treasury Dept., .Annual Report of the Secretary, igo2, p. 14. 
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an increased circulation of national bank notes. During October and 
November, 1902, deposits by the Treasury increased by $15,000,- 
000, and the national bank note issues by $18,000,000.^- In 1904 
Shaw increased the range of securities eligible for collateral against 
Government deposits to include railroad bonds.®^ 

Secretary Shaw interpreted the phrase requiring security for Gov- 
ernment deposits in the form of “United States bonds and other- 
wise” as “United States bonds or otherwise.” No official since 1864 
had so interpreted the law.^* Administrative leaders were conscious 
of the possible illegality of Shaw’s policy and tried to secure adop- 
tion of an act of Congress which would clearly legalize the accept- 
ance of other collateral. However, no legal change was made 
until the last day of Shaw’s term, March 4, 1907, when the so-called 
Aldrich Bill became law.®® The Secretary of the Treasury, by per- 
mitting certain types of bonds other than Government bonds as 
adequate collateral for Government deposits in national banks 
helped to relieve a stringent money market. Government bonds 
which had formerly been used to back Government deposits could 
now be used by the national banks for further issues of national 
bank notes. However, the prices of all bonds required by the Treas- 
ury as adequate collateral were sure to rise, since a new demand 
had been created for them.®^ In this way the Treasury exerted an 
unintentional but definite influence on the bond market. 

Government deposits with national banks, although secured by 
United States bonds and other securities pledged to the Govern- 
ment, are nevertheless deposits involving the liquidity of the banks. 
The deposits, against which cash reserves had to be kept, included 
Government deposits. Secretary Shaw recognized the burdensome- 
ness of the double reserves required, one to protect the safety of 
Government funds (100 percent in Government bonds or approved 
collateral) and the other to assure the liquidity of the banks (in 
central reserve cities, 25 percent in legal tender money). To reduce 

^-ibid., p. 64. 

Treasury Dept., Annual Report of the Secretary, igo4, p. 117. 

Phillips, Methods of Keeping the Public Money of the United States, p. 131. 

U.S., Treasury Dept., Annual Report of the Secretary, 1Q02, p, 68. 

It provided that the Secretary shall on or before the first of January of each year, 

make a public statement of the securities required during that year for such deposits.’’ 
34 Stat. 1290. 

U.S., Treasury Dept., Annual Report of the Secretary, igo2, p. 66. 
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the funds thus tied up in connection with Government deposits, 
Secretary Shaw, in 1902, informed the depository banks that they 
need no longer keep cash reserves against their holdings of public 
funds, a measure which at once affected about $130,000,000 on 
deposit throughout the country. Thus he set free the base for a 
credit expansion of $130,000,000. This action had the same effect 
on bank reserves as a change in reserve requirements by a central 
bank would have had. Shaw’s intention was to afford double relief 
to the stringent money market by increasing the reserves available 
for the commercial business of the banks and by making the banks 
eager recipients of Government deposits. He thought that Govern- 
ment deposits were amply protected by the bond collateral, but he 
seemed to have overlooked that public funds ought to be kept so 
readily available that their withdrawal, when desired, would not 
embarrass the liquidity of banks or disturb the general money mar- 
ket. A portion of the Government deposits should always be re- 
tained by the banks in ready cash to provide easy repayment in case 
of withdrawal. Secretary Shaw’s authority for the “no reserve” 
ruling was even more open to question than was the “and/or other 
security” interpretation. From a central banking point of view a 
temporary lowering of reserve requirements might be permitted in 
cases of unusual stress, but the effect of this ruling was to make the 
banks depend on the Treasury rather than upon themselves when- 
ever they encountered any difficulty.^” 

Secretary Shaw’s next radical step was taken in the autumn of 
1903. Previous secretaries had merely permitted internal revenues 
to accumulate in the commercial banks as they were paid in for the 
account of the Treasury. They thought it was illegal to deposit with 
banks money that had actually passed into the Treasury.'”” It was 
their belief that revenues once turned into the Treasury vaults 
could not be taken out and deposited elsewhere inasmuch as the 

Ibid., p. 68. This radical change was embodied in Section 14 of the Act of May 30, 
1908, which specifics that no reserve need be held against deposits of public money. 35 
Stat. 546; sec also pp. 161, 196, below. 

Andrew, “The Treasury and the Banks under Secretary Shaw,” Quarterly Journal 
of Economics, Vol. XXI (.August, 1907), p. 539. 

100 Secretary Shaw must have entertained a similar belief, for he says, “.At present 
the purchase of outstanding government bonds for the credit of the Sinking Fund af- 
fords the only method of returning surplus revenues to the channels of trade after they 
have been once covered into the Treasury.” U.S., Treasury Dept., Annual Report of the 
Secretary, igo2, p. 67. 
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Constitution explicitly enjoins that “no money shall be drawn from 
the Treasury but in consequence of appropriations made by law.” 
Secretaries Sherman (March 10, 1877-March 3, 1881), Fairchild 
(April I, 1887-March 6, 1889), and Gage (March 6, 1897-January 
31, 1902) allowed huge accumulations of deposits in the banks but 
did not transfer money from the Treasury to those institutions. They 
merely allowed bank holdings to accumulate out of the daily inter- 
nal revenue receipts. Mr. Shaw was not content to relieve the 
market to the extent of the $500,000 a day received from current 
internal revenue collections, and he set about discovering a means 
of escape.^*^^ If the Constitution said money could not be with- 
drawn from the Treasury except by vote of Congress, he concluded 
that the difficulty might be removed if one considered the banks 
which served as depositories as part of the Treasury. The funds 
could be moved from one “apartment” of the Treasury to “such 
other apartments as are provided as places of deposit of the public 
money.” This permitted the internal revenue collections which 
had already been put into the Treasury to be transferred from the 
Treasury to depository banks. 

Throughout the summer of 1903 financial writers and banks de- 
bated whether the impending crop movements would cause the usual 
fall financial difficulties. In the fall the banks in New York usually 
had found themselves hard pressed for funds. The interior banks 
had been drawing on their balances in the east in order to provide 
their customers with funds for harvesting of the crops and payment 
of salaries to men who had worked since early spring. In the east 
the banks extended loans in the summer to some of their city cus- 
tomers engaged in producing articles for the fall trade. These loans 
were not repaid until the early winter. In addition, certain custo- 
mers required special advances in the autumn. Consequently the 
fall had usually presented problems to the eastern bankers. They 

Constitution of the United States of America, Article I, Section IX, Paragraph 7. 

i^^See above, pp. 70, 80, 103; see also Appendix II, below. 

“Having found it impracticable to relieve a monetary stringency with current 
internal revenue receipts, amounting only to about $500,000 per day, the Secretary early 
in 1903 ordered their segregation and the accumulation of a separate and distinct fund 
composed entirely of internal revenue, so as to be prepared in case of an emergency to 
grant prompt relief by large deposits.” U.S., Treasury Dept., Annual Report of the Sec- 
retary, igo 6 , pp. 37-38. 

Commercial and Financial Chronicle, Vol. LXXVII (September $, 1903), p. 471. 
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had to call in their loans or decrease their credit extensions. Ob- 
viously some central authority was needed which could discount 
eligible assets for the eastern banks or directly advance funds to 
sound banks.*®” Both methods are now used by the Federal Reserve 
System. However, prior to 1913, when no separate central bank 
existed, the secretaries helped “move the crops” by supplying the 
interior banks with appropriate kinds of money in exchange for 
gold received by the New York Sub-treasury from the New York 

creditors of the interior banks.*®® 

In the fall of 1903 Mr. Shaw decided that the traditional assist- 
ance to the eastern banks was insufficient. He was willing not only 
to exchange gold for paper money or silver in proper denominations 
but also actually to advance the money, of course, based on ade- 
quate bond collateral. The Treasury was thus assuming the dis- 
count function and also conducting itself in this respect as a central 

bank. 

Furthermore, the duty of a central bank is to foresee difficulties 
in the money market and, if possible, to ward them off. Secretary 
Shaw acted accordingly; already in his first year of office, in 1903, 
he reassured the banks that there would be no fall stringency. At 
the end of August he published his new ruling concerning the trans- 
fer of money from the Treasury. He indicated his willingness to 
place $40,000,000 of internal revenue and miscellaneous receipts in 
the general money market in case of stringency. The importance of 
this announcement was obvious to all concerned. The Secretary of 
the Treasury had stated in effect that the Treasury would relieve 

103 “By the concentration of unemployed reserves from sections where such reserves 
were not needed, it [a central bank] could redistribute them in part as loans where 
most needed, and thus bind together for a common strength and protection the loose 
unrelated units, in whose separation and isolation the greatest weakness of our banking 
system is now to be found.” U.S., Treasury Dept., Annual Report of the Secretary, 

jgoi, p. 83. 

i^«See above, p. 97; U.S., Treasury Dept., Annual Report of the Secretary, igoi, 
p. 14: "The transfer of currency against deposits in New York attract year by year no 
little attention. They are in largest volume from July and especially from August to 
December, inclusive. They constitute the direct requirements upon the Treasury to cover 
what is popularly styled money to move the crops, and payment is made in most 
marked sums to New Orleans to help market cotton and sugar, and to Chicago for 
grain. Small denominations are wanted for local use in the producing districts and 
depositors offer gold certificates for the exchange. The Treasury gives out $10 United 
States notes and $5 silver certificates and receives gold certificates.” U.S., Treasury Dept., 
Annttal Report of the Secretary, igoj, p. 133* 
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the banks in case they were in temporary financial difficulties.^^^ 
He had also promised that the relief would not again be gradual, 
but would be rendered promptly. The new policy implied that the 
Secretary of the Treasury would lend if necessary, the entire Treas- 
ury balance at such times and to such banks as he chose in the in- 
terest of general business. Clearly Secretary Shaw felt that the 
Treasury ought not to be administered as a mere fiscal institution 
but also as the guardian and protector of the money market.^*^® 

During the years 1903 and 1904, Secretary Shaw still considered 
himself the guardian of the money market, but his resourcefulness 
for innovations was not put to any test. The Treasury operated with 
a mild deficit due to the slackening of trade, diminishing receipts, 
and heavy extraordinary expenditures (including $50,000,000 for 
the Panama Canal). Secretary Shaw had drawn about $100,000,- 
000 from the banks to meet appropriations, and when a mild money 
pressure was felt in October, 1905) he could not offer his customary 
assistance. However, in 1906, with abounding prosperity. Gov- 
ernment receipts became more than adequate to meet expendi- 
tures. Again the Secretary of the Treasury had ample funds and 
opportunity to employ his ingenuity in devising new measures to 
get money into trade channels and relieve any temporary market 
setback that might occur. 

Secretary Shaw and Gold Imports.— ?xoh^b\y the most important 
new plan devised by Secretary Shaw in 1906 was the use of the 
Government surplus to facilitate imports of gold. On April 14, 1906, 
it was announced that the Secretary of the Treasury would allow 
any depository national bank which engaged in importing gold to 
anticipate the arrival of the gold by withdrawing a like amount in 

107 “Fortunately, the Treasury holds a surplus of $80,000,000 above a reasonable 
working balance, available if unexpected conditions should arise. This surplus, in my 
judgment, should not be encroached upon deliberately, for it will be found very con- 
venient to offset the results of political or economic disturbances certain to arise in the 
near or remote future.” U.S., Treasury Dept., Annual Report of the Secretary, 190$, 
p. 34. 

10s “Financiers generally now recognize, and some of the best knov.m have publicly 
announced, that but for what was then [1902] done a panic would have ensued rivaling 
in severity any in our history, and which would possibly have continued until industrial 
conditions were disastrously affected.” U.S., Treasury Dept., Annual Report of the Sec- 
retary, igo6, p. 37. 

U.S., Treasury Dept., Annual Report of the Secretary, igoy, p. 7. 

“OU.S., Treasury Dept., Annual Report of the Secretary, 1906, p. 39 - 
p. 7; see also Appendix III, below. 
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cash from the Treasury upon pledge of satisfactory collateral.^^s 
Securities approved for investments of savings banks were accepta- 
ble to the Treasury for these gold import transactions. The sum so 
withdrawn was considered a temporary loan to be returned to the 
Treasury when the gold arrived. The Treasury, by this arrange- 
ment, reduced the cost of importing gold by the amount of interest 
during transit. It also raised the “gold import point” by the amount 
of the interest and brought it nearer to par of exchange. In other 
words, he tried to make it profitable for the depository banks to 
import gold without waiting for sterling exchange to fall to the nor- 
mal “gold import point.” 

This was a measure that had nothing to do with the fiscal inter- 
ests of the Treasury. Gold imports were not a matter of direct Gov- 
ernment concern; they were part of a banker’s private business. 

But Secretary Shaw felt that the importation of gold was a problem 
that concerned the Treasury in its central banking functions. He 
reasoned that the new gold would provide an adequate foundation 
for continuing business expansion. If temporarily unused, the 
gold could also serve as an extra accumulation for times of emer- 
gency. Therefore he was determined to aid in the importation of 
gold. In the short time during which Secretary Shaw carried out this 
policy he eliminated for national banks their loss of interest as one 
item of expense in their foreign-exchange operations. This arrange- 
ment gave them an advantage over all other firms engaged in the 
same business. Private bankers naturally complained. In addi- 
tion, he was permitting certain banks to count as part of their re- 
serves the importations of gold during the period when they were 
being transmitted to New York. The imported gold was accord- 
ingly a basis for loans from the moment of its purchase abroad. 

Just why IMr. Shaw should have chosen to relieve the market by 
stimulating the import of gold rather than by placing additional 
deposits in national banks as in former years he never explained. 
He seemed to have believed that the natural movement of gold was 
toward this country, but that the gold was being directed to other 

U.S., Treasury Dept., Anttual Report of the Secretary, 1906, p. 8. 

‘ .Andrew, “The Treasury and the Banks under Secretary Shaw/’ Quarterly Journal 
of Ecouotuks, \’ol. XXI (.Aupust, 1907), p. 544. 

U.S., Treasury Dept., Annual Report of the Secretary, iQn 6 , p. 40. 

Commercial and Financial Chronicle, Vol. LXXXIl (May 12, 1906), p. 1069; 
Vol. LXXXIII (October 27, 1906), p. 1002. 
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markets by the higher interest rates of European banks. He hoped 
to overcome what he thought was an artificial diversion of gold from 
the United States by adopting Treasury measures similar to those 
which were being employed by the French and the German central 
banks. The foreign central banks had kept the volume of reserve 
credit low in order that interest rates be high enough to attract gold. 

For a while his measures helped to expedite the movement of gold 
to this country, but in the long run Secretary Shaw’s policy tended 
to defeat itself. It caused a decline in rates of interest, and this in 
turn reduced the volume of gold imports. In normal times gold 
moves in the direction of the highest interest rate^. Therefore his 
policy could not for long possibly accomplish its purpose. On Octo- 
ber 23, 1906, he abruptly terminated the practice, which had pre- 
vailed for only half a year,^'® 

Secretary Shaw and the Problem of Inelasticity of the Credit . — The 
problem of supplying the country with adequate credit facilities be- 
longs to a central bank. Bank notes were always recognized as 
representing one form of credit, and in order to control credit the 
volume of the note issues also had to be controlled. During the 
major part of the nineteenth century bank loans were usually made 
by issuing bank notes to borrowers. The prevailing opinion was that 
the volume of bank notes outstanding directly affected prices and 
business. Mismanagement of the note issue (issuing too many or 
too few bank notes for a given volume of business) brought about 
business dislocations. Consequently the feeling quite generally pre- 
vailed that the issue of bank notes should be controlled by a central 
bank. The Bank of England was the classic example of such an 
arrangement. 

Many banking theorists recognized that lending by crediting the 
deposit accounts of the banks’ customers might affect prices just as 
lending by advancing bank notes to the borrowers affects prices. A 
reasonable inference would have been that if the central bank was 
to control the total volume of credit, it must be able to regulate also 
the deposit function. Secretary Shaw was aware of the various the- 
ories of credit control,”"^ and he paid equal attention to the effects 

Treasury Dept., Annual Report of the Secretary, 1906, p. 40. 

“Financial writers, doctrinaires, practical businessmen and impractical theorists, 
men of experience and those wholly without, have discussed the question with much 
learning and occasionally in much ignorance.” See ibid., p. 44. 
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of alterations in the volume of bank deposits and in bank notes. 

The power of national banks to expand the amount of credit they 
could grant during an emergency and contract it in periods of di- 
minished activity has been notoriously inadequate.^'® Country banks 
kept balances and also part of their reserves on deposit with New 
York City banks. New York banks paid interest on these accounts 
and tried to make a profit by lending the funds deposited; these 
loans were largely made to brokers on call. At harvest time country 
banks needed all their funds to move the crops, and they would 
start to withdraw their New York balances just when their funds 
were needed in New York. A money stringency usually resulted. It 
did not matter whether bank credit was extended in the form of 
deposit credit or of bank notes. The result was the same as long as 
the available amount of either form was rigidly limited under the Na- 
tional Banking System. The rigid requirement of a minimum cash 
reserve against all deposits had the effect of fixing an uncompro- 
mising limit to the extension of loans and discounts in the form of 
deposit credit. To counteract the limitation which an inadequate 
cash reserve against deposits imposed on credit extension a central 
bank with the note issuing and rediscounting privilege was needed. 
This institution should be able to advance additional funds to the 
banks, either directly or by discounting their eligible assets. How- 
ever, Mr. Shaw considered himself the head of a central bank, and 
he decided to find means of extending bank credit facilities within 
the existing system of banking laws."^ 

Mr. Shaw believed that without further legislation the rigid limi- 
tations of American bank credit could be relieved through proper 
action of the Treasury. In his opinion all that was needed to infuse 
some elasticity into our currency and credit system was the further 
elaboration of expedients which he had invented and employed. 

U.S., Treasury Dept., Anitual Report oj the Secretary, igo6, p. 4.4. 

"The government quarantines apainst yellow fever; it spends millions to protect 
the people apainst unwholesome food; it inspects banks in the interest of depositors, and 
docs a thousand other things to safeguard the people against disaster of various kinds. 
This policy of povernmcntal supervision receives universal approbation. Believing it to 
be the duty of the government also to protect the people against financial panics, which, 
in this country, have caused more mental and more physical suffering than all the 
plagues known to man. and recognizing that under our system no possible cooperation 
can be secured among banks, each independent of the other . . . The Secretary of the 
Treasury undertook the task of making some provision for the inevitable.’' See U.S., 
Treasurj' Dept., Annual Report of the Secretary, igo6, p. 41. 
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On September 27, 1906, Shaw announced that the time had 
arrived for making the country's currency more elastic and that 
$26,000,000 of surplus revenues would temporarily be contributed 
to bank deposits and that the temporary deposits against engage- 
ments of gold would also be continued.^-® He intended that the 
funds should not foster speculation in the stock market, so when 
the $26,000,000 were distributed New York City banks received 
only $3,000,000.^“^ But the funds came. to New York anyway, be- 
cause interior banks did not have or could not spare the collateral 
for such deposits, and because New York offered better investment 
opportunities. The Treasury had deposited the $26,000,000 on Sep- 
tember 27, with the understanding that these funds would be re- 
called by February i, 1907. The dates were fixed, not by fiscal con- 
siderations of the Treasury, but on the basis of probable changes 
in the currency demands of trade, based on the experience of for- 
mer years. This action represented an effort of the Secretary of the 
Treasury to make the country’s currency more elastic in meeting 
the increased seasonal demand. 

Shaw’s endeavors to introduce elasticity into our banking system 
were not confined to the increasing of deposit credit. He tried by 
executive decree to adjust the volume of national bank notes to the 
fluctuating needs of business. This elasticity he wished to accom- 
plish by increasing or decreasing the amount of Government bonds 
available as a basis for national bank notes, and he could affect the 
volume of Government bonds by relaxing or tightening from time 
to time the Treasury regulations which defined the collateral accept- 
able against Government deposits. By releasing Government bonds 
previously pledged as collateral for Government deposits he made 
them available as reserve for new issues of national bank notes. 
These could then be used during the crop-moving season, and the 
normal reserve funds of the banks would not be depleted for these 
purposes. In less active months he tried to force a retirement of 
this emergency circulation by insisting on a resubstitution of the 

Government bonds for other securities as collateral for public de- 
posits. 

A good example of these policies may be found in the various 
steps taken during the fall and winter of 1902-1903. On September 

^20 p. 42. 
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29, 1902, Secretary Shaw permitted banks to use bonds other than 
Federal bonds for Government deposits; on January 20, 1903, 
he rescinded the order and demanded withdrawal of the non-Govern- 
ment securities before the end of the following July. While he thus 
succeeded in 1902 in adding to the currency during the usual autumn 
drain of funds, efforts at currency contraction in 1903 were less 
successful. On August i, 1903, there were no signs of contraction 
in the amount of national bank notes outstanding, and the note cir- 
culation on that date still was $30,000,000 above the level on Jan- 
uary Shaw never acknowledged this as a failure, probably be- 
cause he felt that business was much better in 1903 than in 1902 
and the larger volume of trade required more currency. 

Business did not remain on a high level during 1904 and 1905. 
There was a decrease in exports and in custom receipts, and dur- 
ing this period Mr. Shaw primarily occupied himself with fiscal prob- 
lems, the financing of the construction of the Panama Canal, and the 
mild Treasury deficit. He had not forgotten the guardianship of the 
money market he had previously assumed. The revival of business 
in 1906 gave Secretary Shaw an opportunity to attack again the 
problem of making the volume of currency elastic. On October 18, 

1906, he said he would accept other securities against government 
deposits to the extent of $18,000,000, provided similar amounts of 
Government bonds were used to take out new national bank notes.^-® 
At the same time he planned for a future contraction of the cir- 
culation when the need should have passed, by stipulating that the 
notes so issued should be retired at the rate of $3,000,000 per 
month between March 15 and September i of the following year. 
He hoped thus to demonstrate that he could provide an elastic cur- 
rency within the existing framework of the law.^-® Once more he 
succeeded in giving impetus to the expansion of notes, but his efforts 
for contraction were ineffectual, because the notes were needed to 
strengthen the cash reserves of the banks during the Panic of 

1907. ’-^ 


122 

123 


Ibid., p. 37. 

Date 

January i, 1903 
August I, 1903 


National Bank Notes OM^5<a«4mg 

$753,607,562 

783.238.991 


U.S., Treasury Dept., Annual Report of the Secretary, ip04, p. 219. 
^2-* See Appendix IV, below. 


U.S., Treasury Dept., Annual Report of the Secretary, igo 6 , p. 43. 

Ibid. ^27 See below, pp. 120-128, for diKussion of the Panic of 1907. 
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Mr. Shaw was not content with his “make-shift” control over cur- 
rency and financial matters which he read into laws. Since his in- 
terpretation of the laws might very well be contrary to the original 
intentions of the lawmakers, he favored legislation that would clar- 
ify the position and functions of a Secretary of the Treasury. In his 
report of 1906 he asked that the Secretary of the Treasury be given 
legal recognition as head of the American banking system by ex- 
press enactment so that he might have additional and virtually ab- 
solute control over the expansion and contraction of bank credit. 
Mr. Shaw recognized that the duty of a central bank included super- 
vision and extension of credit. Since a central organization for the 
control of credit so far did not exist in the country, although it was 
definitely needed, he thought the Treasury could adequately fill the 
void. To this end he suggested that, “It would be wise to clothe the 
Secretary of the Treasury with discretion whether he will allow 
retirement of the circulation at any given time, and to place such 
limitation thereon as in his judgment will best conserve the business 
interests of the country.” Mr. Shaw thought that the Secretary 
of the Treasury ought to have the power “to require all banks at 
certain times fixed by him to slightly and gradually increase their 
reserves and hold the same within their own vaults, with corre- 
sponding authority to release the same from time to time as in his 
judgment will best serve the business interests of the country.” 

In other words, he wanted to regulate the ratio which bank reserves 
should bear to deposits. He was convinced that if he “were clothed 
with authority over reserves of the several banks, and with the 
power to contract the national bank circulation at pleasure” and if, 
in addition, he “were given $100,000,000 to be deposited with the 
banks or withdrawn as he might deem expedient” in his judgment, 
“no panic as distinguished from industrial stagnation could threaten 
either the United States or Europe that he could not avert.” Mr. 
Shaw seemed to think that no central or Government bank in the 
world could so readily influence financial conditions throughout the 
world as could the Secretary of the United States Treasury if he 

U.S., Treasury Dept., Annual Report of the Secretary, igo6, p. 46; Secretary Bout- 
well held ideas similar to those of Secretary Shaw. He said that the power to change 
the volume of paper in circulation should remain in the Treasury Department. U.S., 
Treasury Dept., Annual Report of the Secretary, 1872, p. xx. 

U.S., Treasury Dept., Annual Report of the Secretary, igo6, p. 48. 

^30 Ibid., p. 49. 
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were clothed with the proper authority over reserves, national bank 
notes, and Treasury funds. 

In pursuing his policy and in proposing measures so alien to our 
traditions, especially to our system of checks and balances, Mr. 
Shaw was impressed with certain characteristics of American bank- 
ing which differentiated it from the systems of most other countries. 
Nowhere else, he asserted, will one find such “equality of impor- 
tance” among the banks and such absence of any predominant lead- 
ership. In England and in most European countries the banks 
were arranged in a sort of hierarchy. Above them all stood the cen- 
tral bank exercising leadership. It regularly endeavored to influ- 
ence the market rates of interest, to stimulate movements of gold 
in and out of the country, to check banking excesses in periods of 
speculative excitement, and to relieve banking distress in times of 
general difficulty. The central bank must be large, must have a sense 
of public responsibility, and must be uninfluenced by the profit 
motive. Such an institution did not exist in the United States. Mr. 
Shaw thought the Treasury should perform the functions of a cen- 
tral bank.^^- He tried to influence the market rates of interest, to 
stimulate gold movements, to check banking excesses, and to relieve 
banking distress. 

Many Americans before Secretary Shaw had admired the focali- 
zation of control and of responsibility in the money markets of 
Europe and had tried to devise methods of recasting our banking 
arrangements in one way or another on the European model. The 
usual plan contemplated the establishment of a relatively large and 
especially privileged bank. Twice in our history a national bank 
had been functioning. Both experiments were short-lived, largely 

U.S., Treasury Dept., Annual Report of the Secretary, igoi, p. 83; U.S., Treasury 
Dept., Annual Report of the Secretary, igo 6 , p. 47; .Andrew, “The Treasury and the 
Banks under Secretary Shaw," Quarterly Jourtuil of Economics, Vol. XXI (August, 
1907). P. 557. 

132 f^rst blush this [a central bank] seems desirable, but in practice I fear it would 
soon be found to work less satisfactorily than the present system. Such a bank would 
of necessity be governed by a board, the members of which would doubtless have out- 
side interests. They would be responsible to no administration, to no political party, and 
each would shift the responsibility from himself to the board as an aggregation. It is 
doubtful whether such an institution could be managed less selfishly and more in the 
interest of the people generally than the Treasury department has been conducted even 
under the most unfortunate mismanagement to which it ever has been subjected.” U.S., 
Treasury Dept., Annual Report of the Secretary, jgo 6 , p. 47. 

133 See above, pp. 102-115. 
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because of the political intrigue surrounding the organization and 
operation of these banks. 

Mr. Shaw realized that central banking functions had to be per- 
formed. Our economy had developed to a high level of industrializa- 
tion and economic interdependence, but our banking system, as 
evolved on our statute books, was suitable for an agricultural econ- 
omy with a relatively large degree of local self-sufficiency. The eco- 
nomic development of the country and banking theory were far 
ahead of our legislation. Mr. Shaw showed a strong sense of public 
responsibility. He recognized that his position as head of the Treas- 
ury Department made it possible for him to render badly needed 
public services. That he went further along the lines of inter- 
vention than previous secretaries may be due to the maturing of 
our industrial and credit economy and certainly also to personal 
factors, to his greater ingenuity, more intense craving for power, 
and wider interpretation of his duties as a public servant. Accord- 
ingly, Mr. Shaw proposed that the Government Treasury be given 
by specific legislation the powers exercised in Europe by central 
banks so that the Secretary of the Treasury would be intrusted with 
the guidance of banking policy and the general protection of the 
financial world. The reasoning behind Mr. Shaw’s proposal can 
readily be understood. To a large extent he was merely asking for 
the legal recognition of an existing practice. The Treasury had been 
regarded by both Treasury officials and the banks as the guardian 
of the money market. 

For example, for many years in periods of acute distress, when 
the accumulation of a surplus in the Treasury appeared alarming, 
secretaries of the Treasury had offered relief to business by pre- 
paying the interest or principal on the bonds or by purchasing bonds 
in the open market or by increasing the Government deposits in the 

See above, pp. 16, 20, 27, 34. 

135 “It is never possible to measure the influence of Treasury transactions such as are 
here described, nor to state what our experience w'ould have been had the Treasury 
failed to act in a given crisis.” U.S., Treasury Dept., Annual Report of the Secretary, 
1906, p. 43. 

p. 46. 

137 “Actual experience justifies the statement that the American people hold the 
Secretary of the Treasury quite largely responsible for financial conditions.” Ibid., p. 48; 
see above, p. 87 for quotation from Commercial and Financial Chronicle, December 6, 
1890, p. 754; also see above p. 107 for quotation from U.S., Treasury Dept., Annual 
Report of the Secretary, jqo6, p. 41. 
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national banks.'®* Sometimes during sudden emergencies secretaries 
had resorted to methods of doubtful legality, as when Secretary 
Boutwell allowed the reissue of retired greenbacks in October, 1872, 
and when Secretary Richardson did likewise in the autumn panic 
of 1873. Boutwell had also extended aid to American importers by 
selling Treasury gold to them because he feared that the distress 
of this small group might spread to other groups.'*® 

Obviously it was no new thing for the Government to aid busi- 
ness in a crisis and to do what it could to check misfortune, but 
Secretary Shaw went further. According to his ideas it was the duty 
of the Treasury to concern itself with the general banking situation 
at all times, not only in times of panic,"® and he attempted to in- 
clude among the regular and ordinary duties of the American Gov- 
ernment the paternalistic practices of the European central banks.'“ 
Most of Mr. Shaw’s ideas on the position of the Treasury were well 
in advance of the prevailing opinions of his day and certainly well 
beyond the banking laws of his time. Eventually public opinion and 
banking legislation carried out some of Mr. Shaw’s views. Being out 
of step with his time, of course, made Mr. Shaw unpopular; there 
was strong objection to him personally and to his ideas.'^® In addi- 
tion, his plans would have tended to diminish the self-reliance of 
banks without replacing it by equally strong factors making for 
sound banking (such as much stricter supervision and better regu- 
lations). 

Mr. Shaw’s actions in periods of difficulty also tended to perpetu- 
ate maladjustments. For example, high call-money rates in Wall 
Street are not necessarily an evil for the country. These may be a 
much needed warning signal and may act as a brake on further un- 
sound developments. If the high rates came from over-trading, a 
stringent market would discourage further borrowing and thereby 

138 See above, pp. 53-56, 81, 112. 

130 U.S., Treasury Dept., Report of the Secretary, 1S74, p. xx; see also above, p. 

81. 

no <‘xhe world throughout is enjoying an unprecedented period of prosperity, and no 
Government operations in this country must be permitted to interfere therewith either 
at home or abroad.” U.S., Treasury Dept., Report of the Secretary, igo6, p. 40. 

‘‘The money of the country belongs to the people and Treasury operations must be 
made subordinate to the business interests of the country.” Ibid. 

I ll Sprague, History of Crises under the National Banking Act, p. 231. 

nm'Xhe Treasury has always been the bloody angle of criticism of an administra- 
tion.” U.S., Treasury Dept., Annual Report of the Secretary, igo6, p. 47. 
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would induce a reduction of swollen bank liabilities. Furthermore, 
high interest rates tend to result in an inflow of gold. Intervention 
of the Government, by forcing down the call-money rate, may pre- 
vent these natural factors from working out their desirable results. 

The system of Government assistance to banking, furthermore, 
is open to objections upon political grounds. It is likely to be abused 
for partisan purposes. At the close of Secretary Shaw’s term of of- 
fice some members of the American banking community and some 
students of the situation were seriously aroused over the possibility 
of arbitrary and dictatorial interference by a Secretary of the Treas- 
ury in the commercial banking field. To counteract this possibil- 
ity a law was suggested requiring the Secretary of the Treasury to 
deposit in banks daily all receipts in excess of a fixed balance, these 
deposits to be available to all national banks without discrimina- 
tion. In this way the money market would be free from unpredicta- 
ble and spasmodic superabundance or shortage of funds caused by 
the locking up and pouring out of Government money at the Secre- 
tary of the Treasury’s personal decree. Thus, meddling on the part 
of the Secretary of the Treasury in the credit markets would be 
prevented. Also, arbitrary manipulation of bank reserves, of note 
circulation and of rates of foreign exchange would be avoided. Final 
legislation, however, was more nearly in line with Secretary Shaw’s 
ideas. 

Congress did recognize the need for a new attitude toward the 
Independent Treasury, and on March 4, 1907, they passed amend- 
ments to the law which expressly sanctioned certain actions of Mr. 
Shaw. The collateral required of depository banks was to be left 
to the discretion of the Secretary of the Treasury. No longer was 
the Treasury forbidden to deposit customs receipts in national de- 
positories.^'*® Government funds could now be placed in properly 
qualified national banks. The obvious result of the law was greater 

143 “The abolition of the Independent Treasury would be, of course, involved in 
such a plan. Government money would be then regularly deposited in this central bank, 
from which disbursements would be made, and the government’s supervision of and 
interference with the m.onetary operations and the financial conditions of the country 
would be effectually eliminated.” U.S., Treasury Dept., Annual Report of the Secretary, 
igo6, p. 46. 

34 Stat. 1290. 

i*®U.S., Treasury Dept., Annual Report of the Secretary, 1907, p. 58; Act of March 
4, 1907; see also above, pp. 80-81, 103. 
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leeway for the Treasury and an increase in possible Government 
deposits and in the number of depositories.' *" Another law which 
followed the ideas of Secretary Shaw was the Act of May 30, 1908, 
which stated that no reserve need be held against deposits of public 
money.'^^ 

Summary of Secretary Shaw's Activities and Opinions . — During the 
term of office of Secretary Shaw no major upheaval in the business 
world occurred. But Mr. Shaw felt that the position of a central 
bank was important not only during crises, that is, as a relief agency, 
but also in ordinary times. Especially in order to insure the smooth 
functioning of the economic system the central bank had to antici- 
pate and counteract any disturbances which might arise in ordinary 
times. The fall stringency in the money market was an ordinary 
phenomenon which previous secretaries of the Treasury had tried 
to ameliorate only after it had arisen.’^® However, Mr. Shaw con- 
sidered himself the permanent guardian of the money market and 
looked upon the Treasury as a central bank. Accordingly, he thought 
it was his duty to anticipate the fall stringencies and eliminate them. 
The devices which he used were numerous. They included prepay- 
ment of interest on bonds, purchasing Government bonds, even at 
a premium of 38 points,'^'* increasing Government deposits in banks, 
permitting bonds other than Government bonds as collateral for 
Government deposits, allowing banks to hold no cash reserves 
against public deposits. Another radical measure which he under- 
took in anticipation of a regular fall stringency was to allow banks 
to import gold with funds advanced by the Treasury upon satisfac- 
tory collateral. 

If a serious emergency had arisen during the years when Mr. 
Shaw served as Secretary of the Treasury, he might very well have 
undertaken many more extraordinary measures, and it is quite pos- 
sible that he might even have prevailed upon the legislators to grant 
him greater powers. No extended period is entirely free from major 
political disturbances. When the next serious crisis occurred, the 

Bcckhart, cd., The York Money Market, Vol. I, p. 3S7 ; sec also .Appendix II, 
below. 

^‘■35 Stat. 546. above p. 86. 

In September, 1902, Secretary Shaw purchased for the Sinkin" Fund, United States 
4 percent bonds of the loan of 1925 that were offered at i37'^4 and interest to the date 
of purchase. Sec U.S., Treasury Dept., Annual Report of the Secretary, igo 6 , p. 37. 
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Secretary of the Treasury was Cortelyou (March 4, 1907-March 4, 
1909), the successor to Mr. Shaw. His ideas about the position of 
the Treasury in the money market were very similar to those of his 
predecessor. 


Secretary Cortelyou and the Panic of iQoy 

Various causes contributed to the Panic of 1907. There had been 
a slight disturbance of the money market in 1903, which after a 
year of relative quiet was followed in 1905-1906 by world-wide 
speculative excesses. In addition, from 1897 to 1907 a new element 
of weakness had been injected into the banking situation by the 
great development of trust companies, without provision for proper 
correlation to the National Banking System. These trust companies 
were subject only to state regulations, which in many instances did 
not require the keeping of reserves that could be considered ade- 
quate. Thus the deposit and credit operations of trust companies 
were capable of expanding to undue proportions without adequate 
reserves. The entire credit structure was endangered by the in- 
adequacy of the cash reserves. To this element of danger was added 
the fact that no central reservoir of credit resembling the central 
banks of Europe existed to which banks might look for help in time 

of stress. 

Typical of the speculative conditions of 1907 was an organization 
of chain banks controlled, not by experienced commercial bankers, 
but by men interested in industrial and mining securities. Leading 
banks of this chain were the Mechanics’ Bank, the Traders’ Bank, 
and Knickerbocker Trust Company.^^^ The vicious practice of us- 
ing commercial banks and short-term deposits for the promotion of 
industrial enterprises undermined the confidence of the public in 
commercial banking. 

George B. Cortelyou was Secretary of the Treasury in those days, 
and like Secretary Shaw he was convinced that the Treasury had 
to consider and protect the banking system as one of its Treasury 

“But they (trust companies) should be required to keep an appropriate, though rel- 
atively small, reserve within their own vaults, lest in times of financial distress their large 
deposits with national banks increase, rather than diminish, the evils of financial panics.” 
U.S., Treasury Dept., Annual Report of the Secretary, 1905, p. 35; Conant, History of 
Modern Banks of Issue, p. 707. 

151 Sprague, History of Crises under the National Banking System, pp. 246-255. 
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functions. Fiscal and central banking functions combined, in his 
opinion, constitute the legitimate Treasury activities. Beginning 
in March, 1907, when the crisis was only slowly developing, the 
Secretary was asked to relieve the market with Treasury reserves. 
He responded with weekly deposits in all parts of the country. But 
the crash was not avoided. Despite large gold imports and aid from 
the Government, the banks found it difficult to maintain adequate 
reserves.^ 

On October 21 the Knickerbocker Trust Company of New York 
closed its doors. Two weeks later the Lincoln Trust and the Trust 
Company of New York were in difficulty. On the twenty-fourth of 
October a panic broke out on the stock exchange, and the interest 
rate on demand loans rose to 125 percent per annum. The interior 
banks were calling for their balances, and the New York banks lost 
about $107,000,000 of their funds between October 27 and Decem- 
ber 7. Treasury assistance was insufficient. Secretary Cortelyou 
could transfer to the national banks of New York City only about 
$36,000,000 in small bills to meet the demand of the interior banks 
for currency and to counteract the withdrawing of funds from the 
embattled banks of New York.’^^ Hoarding set in, and about $291,- 
000,000 disappeared from circulation during the panic. So severe 
was the crisis that there was a demand from responsible quarters 
for a Government issue of fiat money. 

The money market had become accustomed to relying upon the 
Treasury. The money market and the Treasury were interdepend- 
ent. Each could not pursue its own course without affecting the 

^^2 “This action [Treasury deposits in different sections of the country] is taken 
to meet the commercial and industrial needs of the country at this season [summer] 
and is believed to be preferable to waiting until a time of acute stringency when the 
only alternative would be a large general deposit." U.S., Treasury Dept., Annual Re- 
port of the Secretary, igoj, p. 59. 

Treasury Dept., Annual Report of the Secretary, igoy, p. 58; Sprague, His- 
tory of Crises under the National Banking System, p. 241. 

U.S., Treasury Dept., Annual Report of the Secretary, igoj, p. 59. 

Similar requests were made before, for example, in the Panic of 1873. “It should 
be stated that there were many persons who insisted with great earnestness that it 
was the duty of the executive to disregard any and all laws which stood in the way 
of affording the relief suggested by them —a proposition which indicates the state of 
feeling and the excitement under which applications were made to the Secretary of 
the Treasury to use the public money." U.S., Treasury Dept., Annual Report oj the 
Secretary, 187 j, p. xv; Kinley, Independent Treasury, p. 258. 
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functions of the other. The money market had sacrificed its indi- 
vidual self-reliance for dependence upon the Treasury, upon which 
it relied for the maintenance of a smoothly functioning economic 
system and for direct financial help in times of difficulty. But neither 
task could be fully accomplished by the Treasury. The Treasury 
was not equipped to maintain economic stability. A central plan- 
ning board or central bank might have done better in this respect. 
By the middle of November the Treasury had deposited all the 
money it could spare, which was not very much, because revenue 
was declining. The money market was urgently in need of further 
help. 

In order to relieve the situation Secretary Cortelyou, acting under 
authority of the Act of March 4, 1907 (34 Stat. 1290), notified the 
national banks that they might substitute “bonds suitable for sav- 
ings banks^ investment for government bonds which were held as 
securities against public deposits.” It was the same device which 
Secretary Shaw had used four years previously to increase the vol- 
ume of United States bonds available for national bank notes. As 
a result national bank notes in circulation increased by about $83,- 
000,000 before December 31, 1907.^^*^ Even that amount was in- 
sufficient, and the long time involved in securing bonds suitable for 
note issues increased the circulation only after the need had passed 
away. Since Federal bonds outstanding were limited in quantity, 
attempts at further note issues led to competitive bidding for these 
bonds. The usual effect on bond prices followed. The increased de- 
mand drove the 2 percent bonds up to no, and even at that price 
the amount available was too small for the needs of circulation.^^® 

i5G“The laws under which he administers his office should be made to meet the 
daily needs of the people, and his duties, sufficiently onerous as they arc, should not be 
made more burdensome by restrictions w'hich leave him with the responsibility but 
with no adequate means at his disposal to meet it.” . . . “In times of emergency 
his hands are virtually tied.” U.S., Treasury Dept., Annual Report of the Secretary, 
^907, p. 60. 

Ibid., p. 59; U.S., Treasury Dept., Annual Report of the Secretary, igo8, p. 27. 

U.S., Treasury Dept., Annual Report of the Secretary, 1909, p. 202. 


15 S 

Month 

Year 

National Bank Notes in Circulation 


October 

1907 

$595)123,866 


November 

1907 

648,895,117 


December 

1907 

679,034,664 


U.S., Treasury Dept., Annual Report of the Secretary, 1909, p. 202. 

Treasury Dept., Annual Report of the Secretary, 1908, p. 27. 
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To relieve the shortage of Government bonds carrying the note- 
issuing privilege, the Secretary of the Treasury deemed it neces- 
sary, on November 17, to offer for sale an additional $5o>ooo,ooo 
Panama Canal bonds authorized under the Act of June 28, 1902 (32 
Stat. 481), and $100,000,000 of 3 percent certificates of indebtedness 
authorized under the Act of June 27, 1898 (30 Stat. 494). National 
banks were the main purchasers of these securities. The general pub- 
lic took only $24,631,980 of the bonds and $15,436,500 of the loan 
certificates.^^® The Treasury probably had hoped to sell the bonds to 
those private persons who were hoarding money. But if banks or peo- 
ple who had not hoarded bought them, the circulation of money was 
reduced by taking their cash and thus the stringency was made worse. 
To avoid such an effect the Secretary of the Treasury transferred to 
national banks part of the purchase money which had been paid 
directly to the Treasury. Therefore, with one hand he was with- 
drawing money from circulation in accepting cash payment for the 
Treasury bonds and with the other was restoring the cash to circu- 
lation by depositing it in national banks. The banks which pur- 
chased these securities for themselves or their customers were al- 
lowed to retain as a deposit 90 percent of the purchase price of the 
Panama bonds and 75 percent of the purchase price of the certifi- 
cates.’®* 

In addition, the Comptroller of the Currency, whose superior of- 
ficer is the Secretary of the Treasury, fearing that a revelation of 
the condition of the banks would add to the panic, postponed the 
call for a statement of tlie conditions of the banks which would 
normally have been issued in November. This period of grace aided 
the banks, which in the meantime put their finances in good order 
to meet the call. The delay made them cautious in making discounts 
and undertaking new commitments. Early in December, 1907, trade 
conditions began to improve. Soon the Secretary of the Treasury 
was able to ask the banks to return some of the deposited funds. 
The gold moving inward in payment for exports contributed to the 

these obligations, except $91,820 in bonds, were used as basis for increasing 
circulation or securing Government deposits. See ibid., p. 28; Professor Sprague claims 
that by December, 1907. there was an increase of $34,000,000 in new issues due to these 
securities. See Sprague, History of Crises 7 tfider the Sational Bankins System, p. 317. 

U.S., Treasury Dept., Aunual Ref>ort of the Secretary, igoS, p. 2S; Sprague, His- 
tory of Crises under the National Banking System, p. 316. 
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mitigation of the stringency. By the middle of December more than 
$100,000,000 of the metal had arrived. 

In explanation of his action the Secretary of the Treasury said 
he wanted to convince the public, both at home and abroad, that the 
Government was alive to the stringent conditions and determined 
to give its aid to the money market in every legal and proper 
form.^®^ The public and the banks, as well as Government officers, 
regarded the Treasury as a proper and necessary agent to step into 
the picture in times of monetary stringencies. In 1907 the Treasury 
could intervene because of a substantial surplus of revenue over 
expenditure, which it did not have in 1893. Theoretically the posi- 
tion of the Treasury had not changed and the same convictions and 
aims motivated the Secretary of the Treasury in both depressions. 
But in 1893 the Treasury, because of its own deficit, could not act 
as a central bank and come to the assistance of the money market. 
The Treasury actually had to appeal to the banks for help to save 
itself. 

In aiding the money market during the stringency Secretary Cor- 
telyou was criticized for issuing the Panama Canal bonds and Treas- 
ury certificates, much as Secretary Carlisle had been criticized four- 
teen years before.’ In the Treasury there was cash on hand and 
deposited with national banks amounting to about $400,000,000,’^^ 
and it was difficult to see why the Treasury should borrow on Treas- 
ury certificates, which by law (Act of June 13, 1898) can be issued 
only when necessary to meet Treasury expenses.’*’® In 1907 Treas- 
ury borrowing could be considered necessary only if one were will- 
ing to admit that the Government funds on deposit with the na- 

Treasury Dept.. Annual Report of the Secretary, igo8, p. 90; Sprague, His- 
tory of Crises under the National Banking System, p. 317. 

^‘'•3 “As the crisis approached the Department adopted the strongest measures at its 
command to give material assistance.” U.S., Treasury Dept., Annual Report of the 
Secretary, igo8, p. 27. 

101 “The Secretary of the Treasury is given wide discretion in many matters wherein 
he is rarely called upon to exercise it, and little, if any, in others where it is needed 
daily, particularly as to certain of those having to do with the vitally important sub- 
ject of our currency. In times of emergency his hands are virtually tied. If in such 
periods of stress, in an effort to avert calamity and serve the interests of all the people, 
he is obliged to resort to unusual measures, criticism is unfortunately in many instances 
directed not to the inadequacy of the system, but solely to the effort to give relief, 
even though it be successful in accomplishing that purpose.” U.S., Treasury Dept., 
Annual Report of the Secretary, 1907, p. 60; see also above, pp. 91-93. 

See Appendix II, above. 30 Stat. 466. 
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tional banks were not readily available, that is, if it were admitted 
that the national banks were insolvent. The power of issuing certifi- 
cates when the Treasury does not need the proceeds is a dangerous 
weapon in the hands of any person, particularly of a political ap- 

pointee. 

The new 2 percent issues were highly desired by national banks 
as collateral for new note issues. The bonds were allocated to na- 
tional banks, and then individuals were permitted to buy them, but 
not in excess of $10,000 for any one person. By December 31 public 
funds amounting to about $156,000,000 were on deposit with na- 
tional banks in various parts of the country in proportion to their 
respective capital and surplus. The Secretary of the Treasury had 
tried to place funds in areas in which he recognized that the par- 
ticular trade movements created special demands for currency. 

In this panic we find the first deliberate and general application 
of the section of the law of March 4, 1907, providing that the Sec- 
retary of the Treasury in depositing public funds in banks should 
make the distribution as equitable as possible.'"' But this term is 
very ambiguous, and the only real guides would be convenience and 
safety. In some instances it might be well to deposit all additional 
Treasury funds in a single place, the seat of the trouble. Money 
somehow gravitates to financial centers; time and expense could be 
saved by eliminating the spreading of deposits since funds will not 
stay scattered. Whichever way we look at the provision of the law, 
the Secretary of the Treasury is considered the judge of the needs 
for additional money in the different sections of the country as based 
upon their location, industrial condition, and the particular trade 
movements at the time. This is a tremendous responsibility for a 
fiscal officer and one that properly belongs to a central bank. 

So keenly did Secretary Cortelyou feel the difficulties and the re- 
sponsibilities of his office that in April, 1907, he appointed a com- 
mission to deal with the problem of allocating the public deposits. 
As a result of the commission’s work, he found it necessary to send 
the funds to the points most seriously threatened, which happened 
to be the financial centers.'®’’ 

34 Stat. 1290. 

108 “Every effort was made to distribute the funds that they would meet actual needs 
in sections where business activity was at the maximum and currency was most ur- 
gently required.” U.S., Treasury Dept., Annual Report of the Secretary, igo8, p. 28. 
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By adding to the list of acceptable bonds some new bonds the 
Secretary of the Treasury, in aiding the money market, also tried to 
‘‘broaden the basis on which public deposits might be made.” First, 
state, railroad, and municipal bonds within the provisions of sav- 
ings bank laws of Massachusetts and New York were declared ac- 
ceptable as securities up to 90 percent of their market value. But 
these bonds also became scarce in October, 1907, and the Secretary 
of the Treasury then accepted bonds meeting the more lenient re- 
quirements of Connecticut and New Jersey for legal investments 
of savings banks. He also accepted bonds not in these top classes, 
but of good market value, up to 75 percent of their market value. 
If their market price was above par, they were accepted at 90 per- 
cent.^®® 

It was easier to deposit money in the banks in times of stress 
without causing disturbance than it was to get it back again. The 
only method of recovering funds once deposited was by actual trans- 
fer to the Treasury, since the Treasury would not draw checks 
against its account with the national banks. The recall of public 
deposits in many instances meant payment out of the reserve funds 
of the banks involved. A reduction in reserves in turn diminished 
the capacity of the banks involved to lend to and to finance com- 
merce and industry. Therefore the Secretary of the Treasury had 
to exercise caution when withdrawing funds from national banks, 
even though after a crisis money accumulates in banks, discount 
rates fall, and it is somewhat less difficult to recall deposits than at 
other times. 

The Secretary of the Treasury seemed obliged to exercise guard- 
ianship over the money market, not only in crises, but also in more 
normal times. He felt obliged to relieve the seasonal fluctuations in 
the money market by depositing public money in the banks in the 
fall to meet the autumnal drain from the interior and by taking it 
out after the funds had returned to the central reserve city banks. 
In a report to the Senate, Secretary Cortelyou said, 

The Secretary of the Treasury felt under our existing fiscal and monetary 
system to have regard not simply to the operations of the Treasury but to 
their effect on the financial condition of the country. The present head of 

U.S., Treasury Dept., Annual Report of the Secretary, 1907, p. 59; U.S., Treasury 
Dept., Annual Report of the Secretary, 1908, p. 28. 
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the department had not assumed this obligation willingly and would be 
glad to be relic\'ed of it, at least in part, by suitable legislation, but under 
a fiscal and monetary system which results in large accumulations of actual 
currency in the Treasury at times when it may be most needed in the 
market and which affords inadequate means of adapting the circulation to 
the demands of business, it would in his opinion, be a narrow view of his 
function which should limit him to keeping his own balance sheet favorable, 
wl'.ile ignoring the effects of Treasury operations on the conditions of the 
country. If recent events should lead to intelligent legislation, tending to 
adapt the movement of currency more nearly automatically to the require- 
ments of business, it would be a source of gratification to the Secretary and 
would diminish the sense of responsibility which must weigh heavily upon 
any occupant of the office under conditions such as those of the recent 
crisis. 

In any event, the Panic of 1907 presented an additional illustra- 
tion of the use of Government funds to meet emergencies. Indeed, 
surprise was expressed by the Treasury Department when it did 
not have to intervene in the affairs of the money market during 
normal times,'^* When later in 1913 a minor emergency occurred, no 
greater than the annual pressure of funds for “crop moving” pur- 
poses, special Government deposits were made to relieve the fall 
stringency.’^- In the same year the Treasury under Mr. MaeVeagh 
(March 4, i909-I\Iarch 4, 1913) placed $2,000,000 of its funds in 
banks in Dayton, Ohio, to restore confidence following the flood. 
The funds were secured by state, municipal, or other local bonds 
acceptable to the Secretary of the Treasury. Secretary MaeVeagh 
assumed the role of guardian over the money market. 

U.S., Treasury Dept., Response of the Secretary of the Treasury Calling for Cer- 
tain Information in Regard to Treasury Operations, 60th Cong., 1st Sess., Senate Docu- 
ment 208, p. 32. 

“And it was at no time certain that the Treasury Department might not be fairly 
called upon to use its facilities to assist these ordinary business transactions [crop mov- 
ing]. I should have been sorry to feel it necessary for the Treasury Department to inter- 
vene at such a normal period as this, but of course it would have assisted if it had 
become necessary; for the use of the surplus in the Treasury belongs of right to the 
business operations of the countiy whenever a real need for it arises. I think it 
fortunate that the financial world has been able to finance the enlarged business of the 
country this autumn without resort to the reserve which the Treasury Department has 
accumulated." U.S., Treasury Dept., Annual Report of the Secretary, 1912, p. 2. 

U.S., Treasury Dept., Annual Report of the Secretary, igiji, pp. 2-3. 

1 Ibid., p. I. 

“So long as the Government has the power to intervene in a beneficent and un- 
selfish way, the danger of panics and of unjust practices will be largely, if not wholly, 
destroyed.” Ibid., p. 4. “It has been, and will continue to be, the policy of the Secre- 
tary to c.xercise all the powers of the Department for the protection of the public and 
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The Aldr'tch-V reeland Act and the Treasury 

As a result of the experiences of 1907 several bills were intro- 
duced in the spring of 1908 looking to the creation of a more flexible 
currency. As a compromise between various proposals the Aldrich- 
Vreeland Act was finally passed, May 30, 1908. It provided for a 
special bank note currency to be utilized in periods of financial 
stress. These notes could be issued on the deposit of state or munici- 
pal bonds or through “national currency associations” on the basis 
of commercial paper, up to 75 percent of the value of such paper. 
A 10 percent redemption fund had to be maintained in Washing- 
ton. “Aldrich-Vreeland notes” were taxable to the issuing bank at 
the rate of 5 per cent for the first month and i percent each suc- 
ceeding month until 10 percent was reached. Because of the high 
tax and redemption fund provisions, a bank could not profitably is- 
sue these notes. Another important provision was that no reserve 
need be held against deposits of public money in national banks. 

The Aldrich-Vreeland Act was conclusive evidence that legisla- 
tion was finally “catching up” with some of the central banking 
doctrines of the times. The provision for “national currency asso- 
ciations” showed the willingness of banks to cooperate and aid one 
another in times of difficulty. The clause allowing the issuance of 
emergency currency based on commercial paper showed that the 
legislators and the public were aware of the lack of elasticity of 
the national bank notes and its consequences. Also they knew that 
in times of stringency the Secretary of the Treasury, by various 
devices, had tried to inject some elasticity into the currency. But 
the Treasury had not always been strong enough to achieve its aim. 
The act indicated that one of the central banking functions which 
the Treasury had been performing — aiding the banks in times of 
difficulty — should largely be replaced by mutual assistance on the 
part of the banks themselves. The trend seemed to be in the direc- 
tion of the creation of new institutions which would take over some 
of the central banking functions of the Treasury. The Treasury 
would then become predominantly a fiscal agent. The culmination 

the legitimate business interests of the country.’* U.S., Treasury Dept., Annual Report 
of the Secretary, 1913, p. 4. 

Stat. 546. 


See above, p. 120. 



130 THE TREASURY, 1890-1912 

of this trend was the establishment of the Federal Reserve System 
which was to assume the central banking functions exercised by the 
Treasury Department. 

The Federal Reserve System was supposed to be a privately 
owned central banking organization, free from politics and from 
domination by the Treasury and dedicated to the general welfare 
of the banking and business community. According to some writers 
the creation of this central banking system was the result of the 
findings of the National Monetary Commission, which was created 
under authority of the Aldrich-Vreeland Act to make extensive stud- 
ies of banking conditions in the United States and abroad. The 
commission reported in January, 1912, and Senator Aldrich intro- 
duced a bill, based on the report, which contemplated the creation 
of a central bank of rediscount and issue, the National Reserve As- 
sociation, to be chartered for fifty years. The country did not favor 
the bill, because it was feared that the National Reserve Associa- 
tion would be dominated by the interests of Wall Street, whose mis- 
deeds the Pujo Committee was currently exposing. As a com- 
promise the Federal Reserve System was finally created, consist- 
ing of twelve Reserve Banks instead of the usual single central 
bank found in other countries. The system was another illustration 
of the American antipathy to centralization and of the customary 
suspicion of any agency, public or private, that concentrates large 
powers in its hands. 


CONCLUSION 

In the last three chapters it has been shown that the Treasury 
exercised functions customarily attributed to a central bank. At 
times the Treasury's influence on the money market was incidental 
to its fiscal actions, but enough evidence has been introduced to 
show that as early as 1791 the Treasury deliberately intervened in 
the money market and that ever after it continued intentionally to 
exert an influence on the reserves of commercial banks. The steady 
and conscious interference of the Treasury Department reached its 
height under the leadership of Secretary Shaw who considered the 
Treasury not only a fiscal agent but also the central bank of our 
national banking system. 

35 Stat. 546. 


Willis, The Federal Reserve System, p. 109. 
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Some of the means at the disposal of the Treasury Department 
were the following: deposits of funds, withdrawal of funds, prepay- 
ment of interest and principal on bonds, the buying and selling of 
bonds, the transfer of funds, the changing of collateral and reserves 
behind Government deposits, the issue of currency, gold and silver 
purchases. 

All of these methods are associated with the quantity theory of 
central banking. Emphasis was centered on the amount of credit 
available or outstanding, not on the type of credit. Special efforts 
were made to discover what activities of a central bank increase or 
decrease bank deposits and reserves. Thus, the various secretaries 
of the Treasury developed the methods just enumerated and later 
others, such as devaluation, gold sterilization, and the establishment 
of the stabilization fund. They were also influenced by their convic- 
tion that the quantity of deposits and reserves has an ultimate ef- 
fect on prices, interest rates, income, and employment. While there 
may well be disapproval of the quantity theory of money and credit 
which the Treasury followed, its motives as a central bank are in 
the interests of general welfare; namely, the avoidance of crises and 
the mitigation of depressions. Since no central bank existed and the 
secretaries of the Treasury felt that they alone possessed the means 
for assistance, they found it difficult to remain in the background. 
Furthermore, the size of ordinary Treasury transactions inevitably 
gave them a dominant position in the money market.^^® 

In fighting the Panic of 1907 the Treasury had played an active 
part. While some agency must perform central banking functions, 
there was naturally considerable disagreement concerning the ideal 
agency. Some men thought the Treasury’s role was too dominant 
and looked forward to a transfer of its powers over the market to a 
separate central bank.’®® A similar approach was taken by the Na- 
tional Monetary Commission established in 1908, and it found many 
followers among the legislators.^®! The Aldrich Bill or National 
Monetary Commission Bill proposed the creation of a permanent 
agency for the issuance of notes, the holding of public funds, and 
the regulation of relations between the banks and the money mar- 
ket .!®2 With the termination of the National Monetary Commis- 

1^9 Ibid., p. 37. 180 

181 Willis, The Theory and Practice of Central Banking, p. 75. 


182 / 6 /d., p. 72. 



132 THE TREASURY, 1890-1912 

sion (Act of August 22, 1911) the ground had been cleared for 
the work of the Banking and Currency Committee of the House of 
Representatives, which formulated the Federal Reserve Act. This 
committee felt the methods which the Treasury had used (and which 
are now associated with the quantity theory) were inappropri- 
ate for solutions of business fluctuation problems. Its members ad- 
vocated a theory (that is now termed “qualitative”) which holds 
that the extent of business fluctuations can be reduced and dis- 
turbing influences from the side of money and credit can be di- 
minished through close supervision and control of the quality of 
bank assets. Book credits should be created on the basis of dis- 
counts of short-term self-liquidating commercial paper.’®® Further- 
more, the extension of commercial credit should be the only province 
of the individual bank.’®’ Banks should not be used by the Govern- 
ment as instruments of national policy in the financing of Gov- 
ernment deficits, in the lowering of interest rates, in attempts to 
stimulate business recovery, in overcoming rigidities in costs and 
prices, or in attempting to put into operation national economic 
planning.’®® 

Botli schools of thought believe in rediscounting as a method of 
credit control, but the qualitative school emphasizes, not the quan- 
tity of the assets that are turned into bank dep>osits, but the quality 
or type of business credits. Through rediscounting the central bank 
could select eligible paper — only self-liquidating assets — and so con- 

Stat. 30; An act to require the National Monetary Commission to make final 
report on or before January 8, 1912, and to repeal the sections creating the Commission; 
namely, 17, 18, 19 of the Act entitled “An act to amend the National Banking Laws,” 
approved May 30, 190S (35 Stat. 546) ; the repeal to take effect March 31, 1912. 

i^^"The post v.ar years have witnessed the rapid popularization of a theory accord- 
ing to which the important thing to control is the quantity of the banks’ liabilities. 
Whenever there appears a tendency toward the liquidation of bank credit and a conse- 
quent contraction of deposits and inflow of currency, or a tendency toward a slowing 
down of the rale of spending, the central bank should take steps to increase the volume 
of money.” Hardy, Control of Prices and Business by the Federal Reserve System, p. 6. 

the planning of the Federal Reserve System the control of the quality of 
bank assets was undoubtedly the most important train of thought, next to the preven- 
tion of money panics.” Ibid., p. 7. 

isn 5 “YYhcn the Reserve System started, the dominant idea was that Rescr\e Banks 
should be passive so far as the quantity of bank credit was concerned but exercise an 
important degree of control over the type of lending which the banks did by restrict- 
ing eligibility for rediscount to notes and acceptances of an approved type.” Ibid.^ 
pp. s-6. 

Beckhart, Qualitative Credit Control, p. 20. 

188 vVillis, The Theory and Practice of Central Banking, p. 76. 
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trol the amount of credit. Self-liquidating paper helps to move goods 
to the consumer and does not retard the flow into consumption in 
the hope for speculative gains. Such paper will not increase in vol- 
ume much beyond the needs of business even in times of overopti- 
mism. Speculative excesses are thus prevented by permitting only 
short-term commercial paper to be discounted and turned into bank 
deposits or circulating medium. Thus the purchasing-power needs 
of the community are met. As the commercial paper matures, the 
notes formerly issued on the basis of this commercial paper are re- 
tired. Thus elasticity is injected into the currency, and both theories 
agreed that lack of elasticity was a major defect of the currency 
under the National Banking Act. The legislation finally enacted rep- 
resented a compromise between the two theories. 



CHAPTER VI 


Treasury Activities from the Inception of the 
Federal Reserve System to the Beginning 

of the First World War 

1913-1916 


AN ANALYSIS OF THE FEDERAL RESERVE SYSTEM 

AS A COMPROMISE MEASURE 

I N 1913 the Democrats came into power on a platform which 
contained the statement that, “We oppose the so-called Aldrich 
Bill or the establishment of a central bank.” ^ Nevertheless, the 
pressure for some sort of banking reform was so strong that early 
in the first session of Congress Mr. Carter Glass, chairman of the 
Banking and Currency Committee, introduced a bill for a central 
banking system. After considerable wrangling, Congress finally 
passed the Glass Bill which was actively supported by President 
Wilson.- 

This law of December 23, 1913, generally known as the Federal 
Reserve Act, made many changes in the position of the Treasury. 
The law emphasized decentralization rather than complete control 
by a single banking institution which should dominate the entire 
nation and concentrate all banking power in its hands.^ 

Basic to the act was the attitude of the Democratic Party, which 
traditionally was opposed to a single central bank. Accordingly the 
act provided for twelve reserve banks, each one a separate and dis- 
tinct legal entity. As such, each had its own board of directors rep- 
resenting business or agriculture, member banks, and the Govern- 
ment. Centralization was limited to coordination among the reserve 
banks through the agency of the Federal Reserve Board, which 
included ex-officio membership for the Secretary of the Treasury and 
the Comptroller of the Currency. That more than mere coordination 

^ Willis, The Federal Reserve System, p. 103. ^Ibid,, p. ix. ^ Ibid,, p. 85. 
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was intended appears from the sweeping powers vested in this board, 
which included all the powers customarily needed to perform cen- 
tral banking functions. In particular, this body was to determine 
and to harmonize discount rates, define eligible paper, and control 
the issue of notes.^ The board was eventually to end the Sub-treasury 
System in order to bring about a satisfactory fiscal-agency rela- 
tionship between the banks and the Treasury.^ 

In examining the actual operation of the Federal Reserve System 
we shall note continual intervention on the part of the Government 
in commercial banking affairs,^ It is interesting that under the In- 
dependent Treasury Act no express provision was made for Gov- 
ernment intervention in the monetary sphere, yet the Treasury 
clearly dominated the area. Treasury influence was expressly pro- 
vided for in the Federal Reserve Act by giving seats on the Federal 
Reserve Board to the Secretary of the Treasury and the Comptrol- 
ler of the Currency.'^ The Treasury Department can use its posi- 
tion on the board to further its needs and wishes.® 

The straddle induced by political expediency was first apparent 
in the peculiar combination of decentralization in form and a high 
degree of centralization in operation; and again in presumably in- 
dependent central banking and actual strong Government influence. 
The straddle is a result of the historical struggle in the United 
States between the recognized need for adequate central banking 
and the distrust of any agency upon which sufficient central bank- 
ing powers might be conferred. In the last analysis the American 
electorate distrusts the Government less than Wall Street, or big 


^Willis, The Theory and Practice of Central Banking, p. 76. 

® U.S., Treasury Dept., Annual Report of the Secretary, iq 20 , p. 167. The Act of 
May 29, 1920 (41 Stat. 654) authorized the Secretary of the Treasury to discontinue 
the subtreasuries and to transfer all their duties to the Treasurer of the United States 
or to the mints or assay offices, or to the Federal Reserve Banks after July i, 1921. 

®“As time passed it [the Federal Reserve Board] gradually became more and more 
dependent upon Treasury dictations and less and less able to assert itself independent 
of the Treasury authorities. This was perhaps the most fundamental error in the proc- 
ess of organization, since it forever condemned the Board to a position of subordination 
and definitely established it as in fact, even if not in theory, a portion of the organiza- 
tion of the Treasury Department,” Willis, The Federal Reserve System, p, 674. 

^ Section 10, Federal Reserve Act, quoted in U.S., Treasury Dept., Annual Report 
of the Secretary, 1914, p. 114. 

® “Not only had the Treasury proven dictatorial, but the Board had found the rela- 
tionship irksome and unpleasant in a variety of different ways.” Willis, The Federal 
Reserve System, p. 835. 
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business, or the money powers.^ Therefore central banking powers 
and functions have for 150 years tended to gravitate toward the 
Federal Government represented by the United States Treasury. 

Other changes in our banking system affecting the Treasury’s 
central banking functions were involved in the creation of ^^Federal 
Reserve notes.” The lack of flexibility in the volume of notes out- 
standing had contributed to periodic stringencies and panics. One 
of the main purposes of the Federal Reserve Act was the creation 
of a note currency which would adjust itself in quantity outstand- 
ing to the “changing needs of business.” The framers of the act 
accepted the concept of an “asset currency” as a flexible and ade- 
quately secured note currency. This implied currency based on 
short-term self-liquidating paper rather than on gold. As in many 
other respects, the act again straddles the issue; the reserve was 
to be a maximum of 100 percent in the form of commercial paper 
and a minimum of 40 percent in gold.'^ The entire 100 percent re- 
serve could consist of gold.'" Commercial paper, therefore, could 
be replaced by gold as reserve for the new notes, whereas the oppo- 
site was and is legally not permitted.'" Such notes could be issued 

•'The new system should provide “for a central aRcncy, to represent and act for 
the organized and cooperative banks — this agency to be securely free from political or 
trust control but with the government having adequate and intimate supervision of it.” 
U.S., Treasury Dept., Annual Report of the Secretary, 1912, p. 3. 

i^“Some writers who have reviewed the history of the Federal Reserve System have 
been disposed to place great emphasis upon the problems of note issue, pointing out 
that in the beginning the concept which was adhered to by the system was that of 
providing a currency which should expand and contract as business needs expanded 
and contracted.” Willis, The Federal Reserve System, p. 1521. 

Section 16, Federal Reserve Act. quoted in U.S.. Treasury Dept., Annual Report 
of the Secretary, 1914, p. 120; Willis, The Federal Reserve System, p. 859. 

'-"Strictly and carefully framed, the original provisions of the Act were intended 
to prevent the issue of notes save as the result of the discount of actual bona fide com- 
mercial paper. This provision was speedily qualified through the development of cx'asive 
practices, prevailing throughout the system with the knowledge and consent of the 
Federal Reserve Board, which soon made the original provision only a handicap and 
led to its w'ithdrawal. Its place was taken by an amended section, Act of June 21, 1917 
{40 Stat. 232) which was intended to permit the issue of notes to take place practically 
on a gold certificate basis.” Ibid., p. 1522. 

The late nineteen-thirties saw an almost complete elimination of commercial paper 
as a backing for Federal Reserve notes, due to the diminishing volume of commercial 
paper handled by the Federal Reserve banks and the heavy inflow of gold; Federal 
Reserve Bulletin, April, 1940, p. 307. Collateral back of Federal Reserve notes has at dif- 
ferent times consisted of different assets, including a larger or smaller volume of gold or 
gold certificates, commercial paper, or United States Government securities. As required 
by law, this collateral has been equal at all times to at least 100% of Federal Reserve 
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in any amount, restricted only by the reserve requirements and by 
the amount of gold and of self-liquidating paper in existence at any 
one time. 

According to the act the Federal Reserve banks were to hold, 
supervise, and protect the Government’s own funds. The Secretary 
of the Treasury was to transfer the funds from the sub-treasuries 
and from national banks serving as Government depositories to the 
Federal Reserve banks. This transfer, if sudden and complete, 
would have entailed great hardships for some communities, where 
the funds and lending power of their national banks would have 
been seriously diminished. To prevent such difficulties and to en- 
courage the purchase of government securities during the war. 
Treasury receipts from taxation and borrowing were left in the 
banks of those communities where they had originated. Again the 
Federal Reserve Act in theory seemed to change the position of the 
Treasury more thoroughly than it proved to be changed under 
conditions of actual operation. 

Since supervision and examination of commercial banks are con- 
sidered central banking functions in most countries, with the ex- 
ception of England, France, and Germany,^® the Treasury’s powers 
in that direction were again seemingly diminished by a clause in 
the Federal Reserve Act. The act gave the Federal Reserve banks 
the power of supervising the Federal Reserve member banks to 
insure law enforcement and protection of depositors. 


notes outstanding and the Reserve banks have maintained reserves of gold or gold 
certificates equal to at least 40% of Federal Reserve notes in circulation. 

“As of June 30, 1940, Federal Reserve notes outstanding amounted to $5,163,284,000 
Against these Federal Reserve notes the Federal Reserve banks had deposited $5,575,- 
500,000 in gold certificates with the Federal Reserve Agents.” See U.S., Treasury Dept., 
Anntml Report of the Secretary, 1Q40, pp, 778, 810. 

Section 15 of the Federal Reserve Act. Quoted in U.S., Treasury Dept., Annual 
Report of the Secretary, 1914, p. 119. 

i^Act of April 24, 1917 (40 Stat. 35); Act of September 24, 1917 (40 Stat. 288); 
U.S., Treasury Annual Report of the Secretary, 1917, p. 25; see below, pp. 176- 

177, for discussion of the discontinuance of the Sub-treasury System and the reduction 
in the number of national banks serving as Government depositaries. 

U.S., Board of Governors of the Federal Reserve System, Federal Reserve System — 
Its Purposes and Functions, p. 33. 

Section 21, Federal Reserve Act. Quoted in U.S., Treasury Dept., Annual Report 
of the Secretary, 1914, pp. 126-127. Another step in the direction of diminishing the 
direct control of the Treasury over banks was taken much later, when in 1935 the Fed- 
eral Deposit Insurance Corporation was created, which by its very nature must super- 
vise the insured banks and the risks they take. However, neither act eliminated the exam- 



138 TREASURY ACTIVITIES, 1913-1916 

Despite the many central banking functions which the act trans- 
ferred to the Federal Reserve Board, it was the Treasury which in 
practice continued to dominate the money market. This fact will 
become evident as the war and other major events of the next few 
years are discussed. In chronological order the first disturbance 
after 1913 to which a central banking institution had to give atten- 
tion was the Crisis of 1914, which occurred several months before 
the Federal Reserve banks were organized. 

THE CRISIS OF 1914 AND THE TREASURY 

This crisis was primarily due to the war. By July 15 the signs 
that war was threatening caused a shortage of sterling exchange in 
New York, because London had discontinued the business of ac- 
cepting and discounting foreign bills of exchange.'® On the other 
hand, the demand for sterling exchange was unusually great. The 
New York Stock Exchange was flooded with selling orders originat- 
ing with foreign investors who wished to liquidate their holdings of 
American securities and to repatriate their funds by converting the 
dollar proceeds of their securities in New York into pounds sterling 
for transmittal to England. 

The result of these factors was keen bidding for sterling exchange 
in New York. By August i, 1914, the rate for sterling cable trans- 
fers to London went as high as $7.20 per pound ($4,866 par of 
exchange). Security sales by foreigners had involved the United 
States in the need to move immediate cash payments to foreign 
countries which in the absence of a supply of sterling exchange 
could be met only by gold shipments. The banks were being drained 
of their reserves as gold moved abroad. To prevent further gold 
depletion, continued decline in the prices of securities, and com- 
plete disorganization, the Stock Exchange remained closed after 

July 31, 1914- 

htation oj national banks by the Comptroller of the Currency. To avoid duplication 
in auditing and supervision, the Federal Reserve banks and the Federal Deposit In- 
surance Corporation did not duplicate the Comptroller's audits and the Treasury re- 
tained much of its former eminence. U.S., Board of Governors of the Federal Rcser\*c 

System, Annual Report, pp. 12-14. 

Sprague, “The Crisis of 1914 in the United States," .‘ImcnVan Economic Review, 

Vol. V (September, 1915) > p. 504 - 
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By the beginning of August the country was entering upon a 
crisis; uncertainty spread, caution and timidity were evident, con- 
sumption declined, and many businessmen were failing to pay their 
contractual obligations. Since their incomes and collections were 
diminished and their inventories were marketable only at substantial 
losses, business men requested additional loans from the commer- 
cial banks to tide them over the crisis. In this crisis the Secretary 
of the Treasury, Mr. McAdoo (March 6, 1913-December 15, 1918), 
as well as responsible bankers, knew that loan expansion would help 
restore confidence, reduce liquidation, and enable producers to carry 
their inventories until they could be absorbed. Although in major 
panics more drastic steps might be necessary, two factors were at 
work to mitigate the 1914 difficulties: the war stimulated produc- 
tion of war materials, and the domestic economic structure was basi- 
cally sound. On the other hand, banks were not in a position to lend 
unusually large amounts, since excess reserves and unusual lend- 
ing capacity normally occur only when business is stagnant, as after 
a severe crisis. 

Thus it was left to the Secretary of the Treasury to help the 
banks. He recognized the need for Treasury interference in the gen- 
eral business situation,-^ and he made use of a varied list of effec- 
tive measures. First, the Secretary of the Treasury, under the Al- 
drich-Vreeland Act, May 30, 1908 (35 Stat. 546) modified and ex- 
tended until June 30, 1915, by Section 27 of the Federal Reserve 
Act, had discretionary power to issue emergency note currency to 
national banks upon their application and compliance with the pro- 
visions of the act.““ The Secretary of the Treasury availed himself 
of this power and issued to national banks of New York City, from 
August I to October 31, 1914, emergency note currency in the 
amount of $141,228,000.-^ 

The August 4, 1914, amendment to the Federal Reserve Act, sup- 
ported by the Treasury, had reduced the tax on the use of emergency 

Treasury Dept., Annual Report of the Secretary, 1^14, p. 2. 

20 Sprague, “The Crisis of 1914 in the United States,” American Economic Review, 
Vol. V (September, 1915), p. 516. 

U.S., Treasury Dept., Annual Report of the Secretary, 1914, p, 2. 

22 38 Stat. 265. 

Treasury Dept., Annual Report of the Secretary, igi4, p. 3. 
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notes from 5 percent to 3 percent for the first month, from i percent 
to V'l percent for each succeeding month, and the maximum tax 
from 10 percent to 6 percent.-^ The same amendment permitted 
bank notes to be issued up to 125 percent instead of 100 percent 
of the capital and surplus of the issuing national bank.^s An in- 
crease in national bank notes in circulation resulted and contributed 
to the relief of the stringency. Little use was made of another provi- 
sion of the August 4 amendment, which gave the Secretary of the 
Treasury discretionary powers to permit the issuance of emergency 
notes secured by bonds other than bonds of the United States Gov- 
ernment deposited in the Treasury as security. 

The emergency notes enabled the banks to maintain payment on 
demand and to safeguard their reserves. The notes indirectly in- 
creased the reserve by releasing lawful money from circulation and 
allowing it to be withheld for reserve purposes. Gold, gold certifi- 
cates, and other lawful money received by banks were retained, 
while banks paid out the new notes to their customers. These ar- 
rangements took care of one phase of the difficulties. 

The Secretary of the Treasury also employed the time-tested 
method of depositing Treasury funds with the national banks to 
relieve a money stringency. Between August i and October 31, 1914, 
he deposited $3,400,000 in New York banks to help increase re- 
serves, and during the same period he made special deposits of $19,- 
446,246 in the national banks of the cotton areas which were 

severely hit by the war.-^ 

The steady flow of gold to Europe was another problem to be 
met. The Secretary of the Treasury was determined to help the 
country tide over the crisis, and he attempted another remedial 
measure. He met representatives of the clearing houses of New 
York, St. Louis, and Chicago on August 2 in a conference and de- 
cided to maintain an informal embargo on gold shipments abroad. 
Since the Stock Exchange was closed and orders to sell were not be- 

2* Ibid., p. 131 ; 38 Stat. 682. 

25US, Treasury Dept., Annual Report of the Secretary, jgi4, p. 131; The Act of 
August 4 1914, amending Section 27 of the Federal Reserve Act is quoted in U.S., 
Board of Governors of the Federal Reserve System, Digest of Rulings of the Federal 

Reserve System, p. 549 - . m * .1. c c .• f 

2fi ibid.; the provisions of this amendment are similar to those of becUon 3 of the 

Act of May 30, 1908 (35 Stat. 5*16). which expired June 30, 1914- 

2' U.S., Treasury Dept., Annual Report of the Secretary, P* 3*. 
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ing taken, the embargo was easy to maintain. While the agreement 
did not add to the bank reserves, it did not decrease them. 

An informal embargo at best could be a mere temporary device. 
Thus on September 4 the Secretary of the Treasury again met New 
York bankers to discuss the gold situation. At the meeting he sug- 
gested a pool to provide gold for export.-'^ The pool was formed, be- 
cause all concerned recognized the necessity of promptly meeting 
the foreign obligations of banks, corporations, and individuals to 
Europe. This course of action could be expected to maintain the 
high credit of this country and demonstrate its ability to meet its 
obligations. The pool was expected to relieve the international ex- 
change situation and to regulate the outflow of gold. The bankers 
agreed to the suggestion of the Treasury and contributed $150,- 
000,000 in gold.“^ A committee of bankers appointed by the Treas- 
ury and the New York Clearing House Association carried out the 
duties of handling the funds, fixing the price at which foreign ex- 
change was to be bought and sold and supervising the general ship- 
ments and withdrawals of gold. 

By the fifteenth of September the initial effect of the crisis in 
creating a demand for additional loans seems to have been over. 
Due to the maintenance of cash payments and a liberal loan policy 
by the banks, the crisis did not turn into a panic. 

While the cooperative $150,000,000 gold pool helped to bring the 
high foreign exchange rates back to normal, the final result could 
not have been achieved without substantial commodity exports. 
Again, the Secretary of the Treasury recognized this fact and con- 
cluded it was his duty to stimulate exports. In doing so he certainly 
did not act as a fiscal agent of the Government. Commodity exports 
as a remedy for the foreign-exchange shortage were first advocated 
by Secretary of the Treasury McAdoo when he met the British 
Treasury officials in Washington regarding payment to English 
creditors. At that time it was emphasized that Secretary McAdoo 
met Sir George Paish and Mr. Basil Blackett, not as Secretary of 
the Treasury, but as chairman of the Federal Reserve Board.^® 

The various actions taken by the Secretary of the Treasury in 

p. 72. p. 17. 

30 Brown, “The Government and the Money Market,” in Beckhart, ed., The Nevj 
York Money Market, Vol. IV, p. 208. 
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Secretary McAdoo, on November 13, i 9 i 5 ) announced that he 
had appointed the Federal Reserve banks fiscal agents, effective 
as of January i, 1916. Late in 1915 the bulk of the Treasury funds 
on deposit with national banks in cities where a Federal Reserve 
Bank was located were transferred to the Federal Reserve banks. 
Thus each Federal Reserve Bank secured some funds held by the 
national banks in its own city.^^ The accounts of the Treasury at 
the Federal Reserve banks were built up by tax receipts, customs, 
and other revenues. On the other hand, payments made by the Gov- 
ernment to meet contracts and current expenses decreased the Treas- 
ury accounts and increased the reserve funds of the commercial 
banks. At some times and in some sections banks, through Govern- 
ment payments, were gaining funds that were then available for 
their reserves and credit expansion; while at other times and in 
other places banks lost funds to the Treasury account and had to 
retrench. The Treasury tried to avoid these disturbances and there- 
fore continued its policy of transferring balances from one Fed- 
eral Reserve district to another in order to offset inequalities.**® The 
P^deral Reserve System had to work out a technique whereby the 
increase or decrease of reserve funds of member banks due to Gov- 
ernment payments and receipts would be offset by other expansions 
and contractions of reserve credit. Unless that were accomplished, 
the former payments to the Treasury in gold constituted no more of 
a drain upon bank reserves than did the new payments in form 
of transfers on the books of the Federal Reserve banks, inasmuch 
as deposits with the reserve banks constituted part of the required 
bank reserves of member banks. 

The Treasury, Gold, and the Foreign Exchartges under the 

Federal Reserve System 

Under the Independent Treasury System the Treasury did not 
have any direct relationship to the foreign exchange market. The 
Treasury affected foreign exchange rates only through its gold trans- 

posits, after approval of application and approval of collateral, were made direct by 
the Treasurer of the United States.” U.S., Treasury Dept.. Annual Report of the Secre- 
tary, loiS, p. 105. 

U.S., Treasury Dept., Annual Report of the Secretary, loiy, p. 12. 

‘"“I have announced my willincness to make deposits for like purposes [moving 
and marketing crops] in the Federal Reserve banks in other sections of the country if 
they should be in need of such funds.” Ibid., p. 9. 
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actions. After 1846 customs duties had to be paid to the Treasury 
in gold, although after the resumption of specie payments green- 
backs were acceptable for customs dues under the Act of January 
14 ) 1875 (18 Stat. 296). Nevertheless there was danger that the 
specie paid into the Treasury would deplete the gold reserves of 
the banks and thereby affect the general business situation; accord- 
ingly several secretaries of the Treasury had frequently resorted to 
devices to encourage gold imports on the part of the banks.**^ More- 
over, even before the enactment of the Federal Reserve System, un- 
der the Act of INIarch 4, 1907 (34 Stat. 1289), customs dues might 
be deposited in national banks, and under the Act of March 2, 1911, 
payment of custom dues could be made by certified bank checks, 
and new gold could also be deposited in the banks and paid for by 
checks drawn on the Treasury."*- These provisions made it easier 
for the banks to maintain adequate gold reserves, and they also al- 
lowed new gold to pass into the reserves of banks. The Treasury’s 
anxiety with regard to the maintenance of adequate reserves for 
commercial banks was thus relieved. However, the Treasury always 
continued to have the final responsibility for maintaining the gold 
standard under the Act of March 14, 1900. It was required to keep 

sufficient gold in the Treasury to redeem all circulating media in 
gold when so demanded."* * 

Under the Federal Reserve System express pov/ers to deal with 
foreign exchange problems were granted to the Federal Reserve 
Board. The board can supervise foreign branches of member banks, 
and far-reaching powers are granted to it to engage in open-market 
transactions involving gold, cable transfers, and foreign bills of 
exchange.-*" Beginning in 1914 it actively engaged in many of these 

Secretary Boutwell, see p. 68; on Secretary Shaw, p. 104. 

^-36 Stat. 965; “Why should an archaic regulation be permitted to continue that 
requires payment of revenue to be made in actual currency — and in only particular 
kinds of currency at that? There is no serious practical danger in taking a certified 
check. All of the similar business of the country is done by checks, many not even 
certified.” U.S., Treasury Dept., Anmtal Report of the Secretarv, iqio, p. 7; ‘Tn further- 
ance of the views expressed in the secretary’s report of 1910,' Congress passed the Act 
of March 2, 1911 making it lawful to receive certified checks in payment of duties on 

imports and internal taxes.” U.S., Treasury Dept., Annual Report of the Secretary 
jp//, p. 15. 

U.S., Treasury Dept., Annual Report of the Secretary, iqij, p. 230 

31 Stat. 45. 

Section 14 of the Federal Reserve Act quoted in U.S., Treasury Dept., Annual Re- 
port of the Secretary, igi_4, pp. 118-119. 
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activities through the various Federal Reserve banks, and to that 
extent the role of the Treasury was reduced in importance.^® 

Currency and the Treasury under the Federal Reserve System 

Under the Federal Reserve Act, national bank notes became 
of less importance and the country was released from the “strait 
jacket” of having to rely on an inflexible amount of National Bank 
notes. National Bank notes were now supplemented by Federal Re- 
serve notes and deprived of their preeminent position among our 
various types of currency. The close connection between the size 
of the Federal debt and the amount of paper currency outstanding 
was broken. While an improvement in our monetary system, this 
change seemed to, but actually did not, deprive the Treasury of 
some of its effective means for intervening in the money market.''^ 

The Federal Reserve Act in 1913 had made it possible that Na- 
tional Bank notes could eventually disappear from circulation.^® 

40 However, as will be shown in later chapters, the financial consequences of World 
War I and of the Depression of 1929 could not be successfully overcome by any 
action of the Federal Reserve System and thus the Treasury again had to step into the 
foreign-exchange market and resume its place as the most active and influential cen- 
tral banking agency. 

47 Sec p. 148 for discussion on amendment to the Federal Reserve Act of Sep- 
tember 7, 1916 (39 Stat. 752) ; Section 3 of the Glass-Steagell Act of February 27, 1932, 
provided that until March 3, 1933. should the Federal Reserve Board deem it in the 
public interest, it may, upon the affirmative vote of not less than a majority of its 
members, authorize the Federal Reserve banks to offer, and the Federal Reserve agents 
to accept, as such collateral security, direct obligations of the United States (47 Stat. 
56). The Act of February 3, i933. amends the Act of February 27, 1932, by striking 
out the date “March 3, 1933” wherever it appears and inserting in lieu thereof “March 
3, 1934” (47 Stat. 795). The second paragraph of Section 16 of the Federal Reserve Act 
(38 Stat. 265) was amended by the Act of March 6, 1934. It provided that until March 
3. 193s. or until the expiration of such additional period (not exceeding two years) as 
the President may prescribe, the Federal Reserve Board may, should it deem it in the 
public interest, upon the affirmative vote of not less than a majority of its members, 
authorize the Federal Reserve banks to offer and the Federal Reserve agents to 
accept as collateral security for Federal Reserve notes, direct obligations of the United 
States (48 Stat. 398). Text of proclamation of the President, dated February 14, 1935, 
extending for two years the provisions of the Act of March 6, 1934. See U.S., Treasury 
Dept., Annual Report of the Secretary, iQjy, p. 265. The Act of March i, 1937 (50 Stat. 
23), further extended until June 30, 1939. the period during which direct obligations 
of the United States may be used as security for Federal Reserve notes. See U.S., 
Treasury Dept., Annual Report of the Secretary, 1937, p. 263. The Act of June 30, 1939 
(S3 Stat. 991), extended the period until June 30, 1941, on which date it was extended 
to June 30, 1943 (55 Stat. 395). See U.S., Treasury Dept., Annual Report of the Secre- 
tary, 1941, p. 356. 

4* On June 30, 1940, the amount of National Bank notes outstanding was $167,190,000. 
The notes long since have ceased to be the obligation of the banks, for the banks de- 
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The only Federal bonds outstanding after 1913 which carried the 
note circulation privilege were the 2 percent consols of 1930 and 
the 2 percent Panama Canal bonds of 1916-36 and 1918-38. The 
last bonds with the circulation privilege were called for redemption 
on July I, and August i, 1935 by order of the Secretary of the 
Treasury issued March ii, 1935.^^ National bank notes rapidly 
diminished in volume outstanding during the fiscal year 1935.°® 

Despite the introduction of Federal Reserve notes, the Treasury 
was not entirely eliminated from the currency picture. It continued 
to be the custodian of the $150,000,000 redemption fund against 
greenbacks and the Treasury notes of 1890, which had been estab- 
lished in 1900.^^ In this way the Treasury was still linked to the 
country's currency. 

The Public Debt, the Treasury, and the Federal Reserve System 

Under the new system the Treasury was able to change the size 
of the public debt without considering the effect of such action on 
the currency. The Federal debt was to become a mere fiscal matter, 
and it was deprived of its central banking implications. Even the 
handling of the details of such Treasury devices as the anticipation 
of interest payments, sale of special bond issues, and redemptions 
could be left to the Federal Reserve System as the fiscal agent of 
the Government if the Secretary of the Treasury should so desire. 
In other words, the work could be delegated to the Federal Reserve 
System, but the power of determining policies was retained by the 
Treasury. This is one of the earliest instances when it appeared that 
the Federal Reserve System might sink in importance to the status 
of a mere tool in the hands of the “central banking’* Treasury. 

posited with the Treasury cash to discharge their liability at the time the Treasury 
redeemed the bonds upon which the circulation was secured. U.S., Treasury Dept., 
Annual Report of the Secretary, 1^40, p. 809. 

U.S., Board of Governors of the Federal Reserve System, Digest of Rulings, p. 1S6; 
see below, pp. 179, 193. 

U.S., Treasury Dept., Annual Report of the Secretary, 1939, p. 505. 


On June 30, 1935, the amount of national bank 

notes outstanding was $769,093,645 

On June 30, 1936, the amount of national bank 
notes outstanding was 37i»72i»8is 

Showing retirements during the year of $397.373»830 


Section 2 of the Act of March 14, 1900 (31 Stat. 45). 
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Under authority of Section 15 of the Federal Reserve Act the 
Secretary of the Treasury appointed the Federal Reserve banks 
fiscal agents, as of January i, 1916. Thereupon they took care of 
many details concerning the public debt.'^- On September 7, 1916, 
the Federal Reserve Act was amended in such a way as to restore 
to the Federal bonds some of the importance which they seemed 
to have lost by the introduction of the Federal Reserve System.'^s 
Section 13 as amended reads: 

Nothing in this Act contained shall be construed to prohibit such notes, 
drafts, and bills of exchange, secured by staple agricultural products, or 
other goods, wares, or merchandise from being eligible for such discount; 
but such definition does not include notes, drafts or bills covering merely 
investment or issued or drawn for the purpose of carrying or trading in 
stocks, bonds or other investment securities, except bonds and notes oj the 
Government oj the United States.''^ 

This amendment permitted the member banks to secure from the 
Federal Reserve banks direct advances of not more than fifteen 
days maturity on their own notes, which were backed by eligible 
paper or Government securities. This arrangement made Govern- 
ment bonds more attractive as bank investments. Under the Na- 
tional Banking Act United States bonds were security merely for 
bank note currency, but under the amendment of 1916 they could 
be employed as collateral for Federal Reserve notes and used as the 
basis of bank deposit currency.^^ The amendment was not intended 
to be a major change in the spirit of the act or to supersede its basic 
principle that Federal Reserve credit was to be extended upon se- 
curity of commercial paper,'^® although it did open the way to a new 
and even more significant integration of the public debt into the 
machinery of the money market.*^^ 

CONCLUSION 

As a result of the Independent Treasury System the Treasury had 
become so powerful as a central banking institution that public 

e^U.S., Treasury Dept., Annual Report of the Secretary, igiy, p. 12. 

39 Stat. 752. 

U.S., Treasury Dept., Annual Report of the Secretary, igi6, p. 568. 

55 Willis and Steiner, Federal Reserve Banking Practice, p. 174. 

Federal Reserve Bulletin, July, 1916, p. 323. 

57 Brown, “The Government and the Money Market.” in Bcckhart, ed., The New 
York Money Market, Vol. IV, p. 228. 
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opinion demanded the creation of a central bank free from Govern- 
ment intervention. The result was the establishment of the Federal 
Reserve banks, which took over most of the central banking powers 
previously held by the Treasury and also were given additional 
techniques. The Federal Reserve System was a compromise result- 
ing from the historical struggle between the need for a central bank- 
ing agency and unwillingness to grant so much power to any organ- 
ization. 



CHAPTER VII 


Central Banking Activities of the Treasury 

during the First World War 

1917-1919 


T he federal reserve act was planned to free the commercial 
banks from the influence of the Treasury. But the Government 
by marshaling and directing all forces in the country toward the 
one aim of winning the war, naturally assumed the dominant posi- 
tion in the money market. The Federal Reserve System has never 
regained the position of leadership to which it is entitled under the 
Act of December 23, 1913. 

THE TREASURY AND THE FOREIGN EXCHANGE 

MARKET DURING THE WAR 

Intervention on the part of the Treasury characterized the foreign 
exchange market during the war period. By September, 1916, the 
pound sterling had dropped to about $4-5 The rapidly increasing 
volume of food stuffs and war materials purchased in this country 
by England contributed toward the lowering of the price of pounds 
sterling in New York and raised the price of dollars in London. To 
counteract further declines in the sterling rate of exchange the British 
authorities endeavored to build up dollar balances in New York. For 
that purpose gold was shipped to the United States, American se- 
curities were sold, and Americans in turn were induced to buy Brit- 
ish securities. But all these methods were inadequate for a steady 
support of the rate of sterling exchange. Wide fluctuations could be 
prevented only by pegging the pound rate. This the British did in 
January, 1916, and they succeeded in maintaining the pegged rate 
of exchange at about $4. 74 “ In this task, however, they needed and 

^Federal Reserve Bulletin, December, 1916, p. 729: Jaeger, 5 ta 6 i/isa((on 0/ the 
Foreign Exchange, p. 22. 

2 See Table VII. 
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Table VII 

EXCHANGE RATES ON LEADING FOREIGN MONEY CENTERS 
QUOTED IN NEW YORK CITY IN JANUARY DURING 

THE YEARS 1914-1916® 



1914 

1915 

19 

16 


Low 

High 

Low 

High 

Low 

High 

London 

60-day bankers’ bills: 

4.82 

4.84 

4.81 

4.84 

4.70 

4-74 

dollars 

Sight drafts: dollars 

i 

1 

4.86 

4.87 

4.83 

4-85 

4-74 

4.78 

Paris: francs 

520.63 

, 518.13 

520.00 

516.75 

588.00 

583-00 

Berlin: dollars 

94.69 

95-00 

86.63 

88.38 

73.00 

76.75 

Petrograd: dollars 

51-50 

51.75 

42.38 

43-50 

29.32 

30.00 

Milan: lire 

523.13 

519-38 

542-00 

532.50 

67750 

655-00 

Amsterdam : dollars 

40.13 

40.31 

40.06 

40.50 

42.50 

45-88 

Copenhagen: dollars 

26.68 

26.88 

24.69 

25.00 

27.25 

27.90 

Zurich: francs 

521.88 

518.7s 

529-50 

522.00 

526.00 

513-00 


® Par rates — London, $4.8665; Paris, Milan, Zurich 518 francs per $100; Berlin 
$95.20 per 400 marks; Petrograd $51.50 per 100 rubles; Amsterdam $40.20 per 100 
florins; Copenhagen $26.80 per 100 kroner. Figures compiled from Federal Reserve 
Bulletin, December, 1916, p. 727. 

succeeded in getting assistance from the United States Treasury.^ 
United States Treasury action supporting the efforts of the allied 
and associated powers became vigorous after our entry into the War. 

By the Liberty Loan Acts of 1917 and 1918 ^ the Treasury was 
empowered to establish credits in favor of the Allies, and Congress 
appropriated $10,000,000,000 for this purpose.'^ The rising inter- 
allied debt meant the increasing indebtedness of England and other 
nations to the United States Treasury and of the United States 
Treasury in turn to the American public. The domestic debt in- 

2 “The financial history of the six months, from the end of the summer of 1916 up 
to the entry of the United States into the war, in April 1917, remains to be written. 
Very few persons, outside the half dozen officials of the British Treasury, who lived 
in daily contact with the immense anxieties of impossible financial requirements of 
those days can fully realize what steadfastness and courage were needed, and how en- 
tirely hopeless the task would soon have become without the assistance of the United 
States Treasury.” Keynes, Economic Consequences of the Peace, p. 273, quoted in 
Brown, “The Government and the Money Market,” in Beckhart, ed.. The New York 
Money Market, Vol. IV, p. 235. 

^ April 24, 1917 (40 Stat. 35) ; September 24, 1917 (40 Stat. 288) ; April 4, 1918 (40 
Stat. 502); July 9, 1918 (40 Stat. 844). See U.S., Treasury Dept., Annual Report of 
the Secretary, 1917, p. 17; U.S., Treasury Dept., Annual Report of the Secretary, 1918, 
p. 36. 

® U.S., Treasury Dept., Annual Report of the Secretary, 1917, p. 17. 
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creased, the Treasury made large funds available to the Allies, and 
the Allies used the money to make purchases in America. To co- 
ordinate the demands of the Allies on the American Treasury, the 
Treasury established soon after America entered the war an Inter- 
allied Council on War Purchases, which eliminated unnecessary 
Treasury sales of sterling exchanges.*' 

Among the currencies of the belligerent nations, dollar exchange 
depreciated the least. Accordingly dollar exchange was at a premium 
in the allied countries and at a discount in the neutral areas. The 
neutrals sold dollar exchange to the Allies or used it to buy gold.'' 
Gold shipments from New York depleted the gold stock available 
for Federal Reserve Bank reserves.® This gold drain was threaten- 

Table VIII 

RESERVES OF THE FEDERAL RESERVE BANK IN NEW YORK 

from march 30-JUNE 22, 1917 


(In thousands oj dollars) 


Date 

Total Reserves 

Gold Coin 
and 

Certificates 
in Vault 

Gold 
Settle- 
ment Fund 

Gold 
Redemp- 
tion Fund 

Legal 
Tender 
Notes, 
Silver, etc. 

March 30 

237,626" 

2 19,109 

16,151 

250 

2,116 

April 5-6 

249,906 

209,993 

26,443 

250 

13,220 

April 13 

232,408 

189,519 

27,692 

250 

14,947 

April 20 

221,220 

180,192 

21,992 

250 

18,786 

April 2 7 

254,960** 

155,072 

75,767 

250 

23,871 

May 4 

244,149 

183076 

27,345 

250 

33,178 

May 1 1 

2790I4 

I 78,416 

71.493 

250 

29,155 

May 18 

248,103 

189,625 

37,809 

250 

20,419 

May 25 

203,957 

168,255 

95,376 

250 

30,076 

June I 

210 , 447 *^ 

142,192 

37,971 

250 

30,034 

June 8 

223,297 

173.235 

17,920 

250 

31,892 

June 15 

263,254 

202,014 

41,153 

1,453 

18,634 

June 22 

545 > 754 '' 

330,989 

38,748 

5,202 

28,397 


(^Federal Reserve Bulletin, May, 1917. P- 416. 

Federal Reserve Bulletin, June, 1917, p. 491- 
Federal Reserve Bulletin, July, 1917, p. 570 - 
rfThis figure includes: gold with foreign agencies, $18,738; gold with Federal Re- 
serve Agent, $123,680. 

mXS^, "T reasury Dept.. Annual Report oj the Seeretary, Z020, p. 70. 

• U.S.. Trciisury Dept., Annual Report of the Secretary, igiy, p. 27. 
s Brown. “The Government and the Money Market.” in Beckhart, ed., The New 
York Money Market, Vol. IV, p. 2.\o; sec also Table VIII, above. 
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ing the expansion of bank credit, which was needed for the conduct 
of the war and would be made possible by the gold then in the Fed- 
eral Reserve banks. To meet the situation specie redemption of 
paper currency to foreign holders was suspended by the imposition 
of an embargo on gold exports. Under the Espionage Act of June 
15, 1917, the President was given the power to prohibit by proclama- 
tion the export of any article from the United States (40 Stat. 217). 
By the proclamation on September 7, 19 ^ 7 ) exports of gold coin, 
bullion, and currency were so prohibited.® As regulated by the 
Presidential decree, permission to export gold had to be secured 
from the Federal Reserve Board, subject to the approval of the 
Secretary of the Treasury.^® This arrangement made Treasury ac- 
tions and policies completely overshadow the influence of Federal 
Reserve banks. The Treasury was now acting as a central bank in 
controlling the amount of gold to be shipped abroad. 

Nevertheless, the exports of gold to neutral countries permitted 
by the Treasury continued,'^ and it was deemed necessary to con- 
trol the foreign exchange rates absolutely, lest the enemy secure aid 
through dealings in neutral exchanges. Again acting under the au- 

Table IX 

UNITED STATES EXPORTS OF GOLD TO COUNTRIES BY 

MONTHS DURING I 9 I 7 


Country January February March April 


France 

$ 32,182 

• • • 

« « • 

• • » 

Spain 

4,444,463 

$ 3,616,827 

$ 4,266,566 

$ 4,400,300 

England 

10,828 

» • • 



Canada 

1.842,377 

91,866 

1,611,434 

142,592 

Cuba 

1,500,500 

2,364,300 

4,183,950 

3,550,000 

Other West Indies 

6,000 

51,000 

54,000 

5,000 

All other North 




1,227,167 

America 

317.887 

415,720 

712,920 

South America 

10,259,99s 

10,949,240 

3 , 512,994 

1,378,051 

China 





British India 



16,000 


Hongkong 

1557355 

124,350 

73,370 

61,485 

Japan 

2,047,061 

4,442,012 

3,468,367 

6,198,595 

All other countries 

103,750 

12,744 

20,000 

2,000 

Total 

$20,719,898 

$22,068,059 

$17,919,601 

$16,965,210 


0 U.S., Treasury Dept., Annual Report of the Secretary, jgiy, p. 138. 

p. 137* “ 
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Table IX (Continued) 


Country 

May 

June 

July 

August 

France 

• • » 

4 


‘ 15,841 

Spain 

$21,010,802 

$15,983,400 

$20,327,950 

14,815,700 

England 





Canada 

646,836 

2,538,626 

184,547 

1,925,231 

Cuba 

1,260,900 

1,300,020 

850,305 

400,311 

Other West Indies 

75,000 

. . . 

444 

» • • 

All other North 

America 

1,254,824 

1,533*903 

578,867 

696,584 

South America 

2,094,762 

3,946,000 

6,770,472 

4,325,897 

China 


^44 


• • • 

British India 

300,000 

2,700,000 

3,307,306 

3,300,532 

Hongkong 

64,545 

51,925 

462,090 

64,850 

Japan 

30,356,250 

38,413,250 

36,561,320 

20,481,346 

All other countries 

633,500 

697,144 

9,500 

23,014 

Total 

$57,697,419 

$67,164,268 

$69,052,357 

$46,049,306 

Country 

September 

October 

November 

Dcccm6er 

France 

$ 32,701 

? 65 


• • « 

Spain 

10,471,392 

2,729,479 

# ♦ • 

• • « 

England 

• • • 

• • • 

4 ♦ » 

• • • 

Canada 

1,158,386 

166,187 

$ 167,080 

$1,207,552 

Mexico 

820,687 

1,056,752 

2,691,045 

2,430,578 

Cuba 





Other West Indies 





South America 

Argentina 


« » « 

» ♦ ^ 


Chile 


% 

3,644,591 

881,916 

Peru 

1,005,370 

3,928,372 

. . • 

15,090 

Uruguay 



. . • 

» « « 

Venezuela 


# ^ 9 

« « • 

• ^ » 

China 


% 4 4 


« « ft 

British India 

2,936,748 

2,450,000 


% ft ft 

Hongkong 

47,840 


• 9 ^ 

ft ft ft 

Japan 

13,499,525 


• • 

« • ft 

All other countries 

1,359,747 

825,219 

498,860 

3,000 

Total 

$31,332,396 

$11,151,074 

$7,223,160 

$4,538,136 


a Figures appear on p. S of each U.S., Bureau of Foreign and Domestic Commerce, 
Monthly Summary of Foreign Commerce of the United States, January-December, 

1917. 

thority of the Espionage Act, of June 15, 1917 (40 Stat. 217), and 
the Trading with the Enemy Act of, October 6, 1917 (40 Stat. 411), 
the President, by the executive order of October 12, 1917, vested 
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in the Secretary of the Treasury the power to regulate or entirely 
to prohibit any transaction in foreign exchange.^- 

Since the Secretary of the Treasury had inadequate facilities for 
handling all foreign exchange transactions, on November 23, 1917, 
he assigned the mechanical duties involved in foreign exchange con- 
trol to the Federal Reserve Board as his agent. The President, by 
executive order on January 26, 1918, confirmed this transfer of 
duties to the Federal Reserve Board. Here we have an early ex- 
ample of the trend in central banking in the United States to con- 
centrate the power and authority in the Secretary of the Treasury 
and make the Federal Reserve System an efficient tool available to 
the Secretary in the performance of central banking functions. 
Under the terms of the order of January 26, 1918, no person could 
engage in any foreign exchange transaction without obtaining spe- 
cific approval from the Federal Reserve Board, in order that no 
transactions should take place which were “in the judgment of the 
Board incompatible with the best interests of the United States.” 

THE TREASURY AND THE STABILIZATION OF 

FOREIGN EXCHANGES 

In spite of all these measures the dollar remained at a discount 
in various neutral countries throughout the period of American bel- 
ligerency,^® and credit arrangements with neutral countries became 
necessary. In September, 1918, Secretary McAdoo made a series 
of special credit arrangements with neutral countries to provide a 
supply of neutral exchanges. These countries included Switzerland, 
Argentina, and other South American countries.^"^ Still the Secretary 
of the Treasury felt his responsibilities were greater than his powers, 
and in a letter to Mr. Kitchen, chairman of the Ways and Means 
Committee of the House, dated September 5, 1918, Mr. McAdoo 

12 U.S., Treasury Dept., Annual Report of the Secretary, igi8, p. 40. '^^Ibid, 
“The Federal Reserve System had been accepted by the Treasury Department as 
practically an unavoidable war auxiliary. It was a useful tool in the furtherance of 
the great work — the winning of the war.” Willis, Federal Reserve System, p. 1201. In 
another national emergency in i 933 > the Secretary of the Treasury again assumed con- 
trol of the foreign exchanges by executive decree on March 10, 1933 {Federal Reserve 
Bulletin, March, 1933, p. 119). The authority was vested in the President by the Act 
of March 9, 1933 (48 Stat. i) which amends the Act of October 6, 1917 (40 Stat 411). 

^®U.S., Federal Reserve Board, Annual Report, 1918, p. 46. 

Federal Reserve Bulletin, October, 1918, p. 941. Ibid., pp. 941-942. 
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asked for legislation giving him the freedom of action which is pos- 
sessed by finance ministers of European countries in stabilizing for- 
eign exchange rates, 

In accordance with these wishes the Act to Supplement the Sec- 
ond Liberty Bond Act, approved on September 24, 1918, gave to the 
Secretary of the Treasury the power of stabilizing foreign exchange 
rates. 

That the Secretary of the Treasury may, during the war and for two years 
after its termination make arrangements in or with foreign countries to 
stabilize the foreign exchange and to obtain foreign currencies and credits 
in such currencies for the purpose of stabilizing or rectifying the foreign 
exchange and he may designate depositories in foreign countries with which 
may be deposited as he may determine all or any part of the avails of any 
foreign credits of foreign currencies.-® 

The power of stabilizing foreign exchanges and building up re- 
sources abroad for this purpose may well be considered as within 
the province of a central bank.-' 

18 “In the negotiations which I have had and am having with or in foreign coun- 
tries in the effort to stabilize foreign exchange, I find myself seriously hampered be- 
cause I am without the freedom of action which is possessed by the finance ministers 
of European countries. I urge upon you, the incorporation in the law of the necessary 
authority to give greater flexibility to the operations of the Treasury in this respect” 
U.S., Treasury Dept., Annual Report of the Secretary, iqt8, p. 16. 

10 “The central bank is conceived of as having the power to determine, when the 
country is on the specie standard, the conditions under which specie shall be exported 
and imported, and when off the specie standard, as having the power to determine the 
conditions under which foreigners may gain access to the paper currency created at 
home." Willis, Theory and Practice of Central Banking, p. 307. 

20 U.S., Treasury Dept., Annual Report of the Secretary, 1918, p. 176; 40 Stat. 965. 

21 However, this fact had not prevented earlier secretaries of the Treasury from at- 
tempting to control foreign exchange rates, notably Secretary Shaw (see p, 105). The 
most far-reaching and ambitious undertaking along these lines occurred in 1933 and 
1934, when, as will be shown in Chapter IX, gold prices and foreign-exchange rates 
were artificially raised and a huge stabilization fund was placed at the disposal of the 
Secretary of the Treasury. This fund was created under Section 10 of the Gold Reserx’e 
Act of January 30, 1934, 48 Stat. 337. U.S., Treasury Dept., Annual Report of the 
Secretary, 1934, p. 192: see below p. 191. On September 25, 1936, the Secretary of the 
Treasury even entered into a sweeping tripartite exchange agreement with the Bank of 
England and the Banque de France. The operation of the tripartite agreement was to 
be implemented by the stabilization funds of the three nations. Through these funds 
it was proposed to provide a substitute for the automatic adjustments of the former 
gold standard (Crawford, Monetary Management under the New Deal, p. 277). On 
September 25, 1936, an announcement by Mr. Morgenthau indicated that the Treasury 
had entered the Tripartite agreement, because it was motivated by the desire to elimi- 
nate fluctuations in exchange rates and thereby protect the general business situation 
in the United States {Federal Reserve Bulletin, October, 1936, p. 759). 
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THE TREASURY AND THE CURRENCY DURING 

THE WAR 

Treasury action in connection with the volume and the backing 
of currency in circulation was perhaps less spectacular at that time, 
but in the long run it was of greater importance than the effects 
made to stabilize foreign exchange rates. Changes in the structure 
of the currency system were not merely temporary; to a large ex- 
tent they have continued. This is the more noteworthy when it is re- 
membered that one of the declared purposes of the Federal Reserve 
Act was to separate our currency and the money market from the 
sphere of influence of the Treasury. 

The first drastic change in our currency system caused by the 
war situation occurred on June 21, 1917.““ The process of issuing 
notes was simplified by permission to issue them against gold alone 
or gold and eligible paper as security — the 40 percent gold reserve 
could now be counted as a part of the required 100 percent reserve 
against Federal Reserve notes. The effective gold holdings of the 
Federal Reserve banks were augmented, and their credit-granting 
powers were increased.-^ When issued against gold, the Federal Re- 
serve note virtually functions as a gold certificate. When issued 
against 60 percent commercial paper or only 40 percent of gold, it 
partakes more of the character of bank credit currency. 

In addition, the amendment permitted the discounting of fifteen- 
day collateral notes of member banks secured by eligible commercial 
paper or by the bonds and notes of the United States Government. 
These notes could be used as security for Federal Reserve notes.-^ 
This is in striking contrast to the original regulations of the Fed- 
eral Reserve Act, which restricted eligibility for rediscounting to 
self-liquidating commercial paper carrying an endorsement of the 
member bank (in effect making it double-name paper: customer and 
member bank). During the War and afterward the greater part of 
the discounted eligible paper was secured by Government bonds.“® 

-2 40 Stat. 232. 

23 U.S., Treasury Dept., Annual Report of the Secretary^ jgiy, p. 22. 

2 * U.S., Federal Reserve Board, Annual Report, igiy, pp. 11-12. 

23 11 . 8 ., Treasury Dept., Annual Report of the Secretary, igiy, p. 23; U.S., Board of 
Governors of the Federal Reserve System, Digest of Rulings, 1938, p. 584. 

2® For annual figures (1914-1940) showing investments of all member banks see 
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By these various means the Government helped commercial banks 
to extend large amounts of credit without endangering the adequacy 
of their reserves. The Federal Reserve banks were enabled to in- 
crease the amount of notes they could issue for each dollar of gold 
held. 

In order to permit greater credit expansion, attempts were made 
in 1917 to concentrate the country’s gold stock in the hands of the 
Federal Reserve System. It was reasoned that the concentration of 
gold would swell the base on which bank notes and bank deposit 
credit were to be built and so the war could be financed without 
resorting to the issue of unsecured Government paper money.^^ The 
gold reserves were built up partly by the gold embargo of 1917 un- 
der the Trading with the Enemy Act,=® and by the policy instituted 
by the Federal Reserve banks of receiving gold certificates and of 
paying out Federal Reserve notes (Act of June 21, 1917; 40 Stat. 
232), This latter provision had the effect of increasing both the gold 
reserve and the note liabilities of the Federal Reserve bank in equal 
amounts without changing the amount of currency in circulation. 
During the second half of the year 1917 about $700,000,000 in gold 
certificates was drawn into the Federal Reserve System by this means, 
and the increase of Federal Reserve notes in circulation was approxi- 
mately the same.*® 

THE TREASURY AND THE PUBLIC DEBT DURING 

THE WAR 

The tremendous need for funds in World War I, leading to a large 
increase in the public debt, was the main reason for the domination 
of the money market by the Treasury. Receipts from the sale of few 

U.S., Federal Reserve Board, Annual Report, 1933, Tabic 78, p. 171; U.S., Board of 
Governors of the Federal Reserve System, Annual Report, 1937, Table 52, p. 112; 
Federal Reserve Bulletin, May, 1941, Table on p. 428. 

U.S., Federal Reserve Board, Annual Report, 1917, pp. lo-ii. 

Act of October 6, 1917 (40 Stat. 411). 

Brown, “The Government and the Money Market,** in Beckhart, ed., The New 
York Money Market, Vol. IV, p. 255. 

Federal Reserve Notes in Circulation 

December 30, 1917 $1,223,744,000 

June 30, 1917 506,756,000 

Increase 716,988,000 

Source: U.S., Federal Reserve Board, Annual Report, 1927, p. 82. 
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large bond issues to the general public were heavily concentrated in 
relatively short periods and on few dates. On the other hand, ex- 
penditures continued in a steady, although increasing volume. The 
time of receipt and the time of disbursement of war funds by the 
Government failed to coincide. To even out the resulting disloca- 
tions, plans were devised to make Government receipts from revenue 
and loans more regular by selling tax-anticipation warrants and pro- 
viding installment-purchase plans for Government bonds.^ Further- 
more, at times unusually large Government accumulations were 
transferred from the Government balances of the Federal Reserve 

banks to the member banks.^® 

One method of smoothing out the highly irregular character of the 
Government’s war-time receipts consisted in the sale of short-time 
certificates of indebtedness in anticipation of the tax and loan rev- 
enue. This method was first used on March 27, 1917, when $50,- 
000,000 of certificates of indebtedness were sold to the Federal Re- 
serve banks in anticipation of corporation and individual income 
taxes due in June, 1917.®^ It was also used to smooth out the ex- 
treme variations in Government receipts which arose from the im- 
mense popular loans floated during the war.®- 

In order to insure a regular flow of funds in and out of the 
Treasury, use was made of the installment plan in paying for the 
popular loans and the income taxes. The first of these was adopted 
with the First Liberty Loan (40 Stat. 35); but the second was not 
used until the Revenue Act of February 24, 1919 (40 Stat. 1057). 


The main credit for avoiding major disturbances of the money mar- 
ket, however, should be given to the creation of a special depository 
system,®* which is fully explained on the next few pages. The Treas- 
ury, in spite of the predominance of war considerations, fully real- 
ized its obligations as a central bank to prevent dislocations in the 
credit structure and the money market. 


30U.S., Treasury Dept., Annual Report of the Secretary, 1918, p. 20. 

31 The authority to borrow in this way was contained in the Revenue Act of March 
3, 1917 (39 Stat. 1000), which extended the already existing but limited powers to issue 
certificates of indebtedness vested in the Treasury by the Payne Aldrich Tariff Act of 
August 5, 1909 (36 Stat. ii). 

32 U.S., Treasury Dept., Annual Report of the Secretary, igi8, p. 20. 

33 Ibid., p. 79. 
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SPECIAL DEPOSITORY SYSTEM 

It was the intention of the Glass Bill, the first draft of the Federal 
Reserve Act, to concentrate all Government funds in the Federal 
Reserve banks.^^ However, to meet the needs of the war, the old sys- 
tem of special depositories had to be continued, and the policy of 
employing as depositories only Federal Reserve banks never became 
operative. When the first popular appeal for funds was instituted, 
under the Act of April 24, 19^7 ( 4 ® Stat. 35 )j provision was made 
for an enlarged and special depository system. Banks could qualify 
as depositories of the Treasury by depositing specially designated 
securities with the Secretary of the Treasury The number of these 
special depositories grew throughout the war period.®® 

To prevent payments for Government bonds from producing 
money market dislocations, the Treasury, in Circular No. 79, laid 
down new conditions of payment for subscriptions to Liberty Loans 
by the special depository banks. The circular, issued May 16, 1917, 
introduced the idea of payment by credit on the books of the bank. 


The Secretary of the Treasury has determined that banks and trust com- 
panies having payments to make on account of subscriptions for bonds, may 
make payment upon such subscriptions by credit on their books to the ac- 

Willis, Federal Reserve System, p. 513; U.S., Congress, House Committee on Bank- 
ing and Currency, Changes in Banking and Currency System of the Untied 
House of Representatives, Report No. 69, 63d Cong., 1st Sess., p. 29. 

'^■’Treasury Circulars 79, 81, 82, 92 are quoted in U.S., Treasury Dept., Annual Re- 
port of the Secretary, 1917, pp. 83, 124, 133. 

Number of Special Depositories: 


Dale 

(as of June 30) 

Number of De^ 

1912 

929 

1913 

685 

1914 

62s 

1915 

643 

1916 

608 

1917 

2,624 

1918 

7,169 

1919 

645 

1920 

39 


Figures for 1912 and 1913 are from U.S., Treasury Dept., Annual Report of the Secre- 
tary, igijt, p. 210; figures for 1914 and 1915 arc from U.S., Treasury Dept., Annttal Re- 
port of the Secretary, igif:, p. 309; figures for 1916 and 1917 arc from U.S., Treasury 
Dept., Annual Report of the Secretary, igij, p. 366; figures for 1918 are from U.S., 
Treasury Dept., Annual Report of the Secretary, igiS, p. 556; figures for 1919 are from 
U.S., Treasury Dept., Annual Report of the Secretary, igig, p. 723; figures for 1920 
are from U.S., Treasury Dept., Annual Report of the Secretary, ig2o, p. 871. 
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count of the Treasury of the United States. The amounts so credited will be 
withdrawn from time to time when and as required.^' 

This principle proved to be one of the most important elements in 
the entire relationship between the Government and the banks dur- 
ing the war. It made possible huge fiscal operations with little strain 

on the market. 

Circular No. 81, issued May 30, 1917, further developed the new 
procedure; specified the method by which banks might become de- 
positories; listed the securities acceptable as collateral for Govern- 
ment deposits, and laid down the procedure for making deposits by 

credit. 


Each bank will be required to open and maintain for the account of the 
Treasury of the United States a separate account to be known as the 
“Liberty Loan deposit account.” Such banks must then notify the Treasury 
of the United States and the Federal Reserve Bank of the district of the 
amount standing to the credit of the Treasury on its books in the Liberty 
Loan deposit account,^® 


Some slight changes were made in the lists of securities acceptable 
as collateral for Government deposits in Circulars No. 82 and 92.^® 
By concrete examples we shall show how the provisions in these 
circulars worked: 


1. A customer wished to borrow in order to buy Liberty bonds and 
discounted his note with the prospective bonds as collateral. The customer’s 
account was temporarily credited, but the balance was immediately trans- 
ferred to the Government account. No additional reserve was necessary 
against this Government deposit. 

2. In the case of cash subscriptions the Treasury deposited the funds 
received with the Federal Reserve banks, which were directed by the 
Treasury to redeposit these amounts immediately with the depositary 
bank. Again the commercial bank found itself with Government deposits 
against which it did not need any reserve. 

Methods i and 2 facilitated the sale of Liberty bonds, at the risk 
of credit inflation, but without disturbing the money market. Re- 
serve requirements were lowered by eliminating the reserve against 
Government deposits. This was done by Section 7 of the First Lib- 
erty Loan Act, which expressly exempted Government deposits.^® 

3 ^U.S., Treasury Dept., Annual Report of the Secretary, 1917, p. 131. 

38 Ibid., pp. 127-128, 39 p. 133. 40 40 stat. 3$. 
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This policy is reminiscent of Secretary Shaw’s tactics and has the 
effect of lowering the total reserve required/^ 

It was necessary to prepare for all stages of the flow of funds 
from the subscribing public to the Treasury and back again to the 
public. For when creditors of the Government deposited their Gov- 
ernment checks in banks, bank deposits previously created in favor 
of the Government, which had needed no reserve, were now trans- 
formed into bank deposits which did require reserves. To back up 
the new deposits, new bank reserves were needed. For that purpose 
the Government had instituted its gold policy.'*- 

TREASURY INFLUENCES ON INTEREST RATES 

DURING THE WAR 

Rates on Government Securities 

As was to be expected, it was the policy of the Treasury during 
the war to keep the rate of interest on its borrowings as low as 
possible. How low a rate could be fixed for any particular bond issue 
depended upon the general investment market. When offering Lib- 
erty bonds to the general public, the appeal was primarily made 
on the basis of patriotism, not on the basis of extraordinary invest- 
ment value, although the investment rating of the bonds was the 
highest, the interest rate fairly attractive, and certain tax-exemption 
feaures were granted.**^ The coupon rates are indicated in Table X. 
It was not until January 2, 1920, that the general investment mar- 
ket and the high prevailing interest rates forced the Treasury to pay 

Section 7 of the First Liberty Loan Act, April 24, 1917 (40 Stat. 35), is somewhat 
similar to Section 14 of the Act of May 30, 1908 (35 Stat. 546), which states that no 
reserve need be held against deposits of public money in national banks. Section 14 was 
reenacted in Section 27 of the Federal Reserve Act (38 Stat. 274). See also pp. 106 
120, 224. 

■‘"The imposition of the gold embargo (President’s Proclamation of September 7, 
1917) was part of the general policy of building up and concentrating a huge gold sup- 
ply in the Federal Reserve banks and increasing the effectiveness of that supply as a 
basis for credit extensions. The amendment to Federal Reserve Act of June 21, 1917, 
dealing with Federal Reserve note issue, contributed to this end (40 Stat. 232). The act 
permitted gold deposited by the Federal Rcser\'e banks with the Federal Reserve agents 
to be conceived not only as a deposit for the redemption of notes but also as backing 
for the notes. Also the act permitted member banks to convert Government bon^ 
held by them into Federal Reserve notes. Finally gold was concentrated in the Federal 
Reserve banks by exchange of gold certificates for Federal Reser\'e notes. See below, 
pp. 153. J 57 - 

•*5 U.S., Treasury Dept., Annual Report of the Secretary, iqiq, pp. 97, 98. 
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Table X 


COUPON RATES OF LIBERTY LOANS, 1917-I919 


Date 

Name 

Rate 

Statute 

April 24, 1917 

First Liberty Loan 


40 Stat. 

35 

Sept, 24, 1917 

Second Liberty Loan 

4 

40 Stat. 

288 

April 4, 1918 

Third Liberty Loan 


40 Stat. 

502 

July 9, 1918 

Fourth Liberty Loan 

4'/4 

40 Stat. 

844 

March 3, 1919 

First Victory Loan 

4 }i 

40 Stat. 

1309 


6 percent on its borrowings. Ever since the first Government loans, 
the rate at which the Treasury borrowed and the yield on Govern- 
ment bonds have been the lowest rates in the investment market 
to which all other rates were adjusted. This situation shows that 
it is possible for the Treasury to exert a strong influence on the 
general bond price level and on the money market. 

To keep the cost of the war down, the Federal Reserve System 
helped the Treasury sell its securities advantageously by allowing 
a preferential rate on advances secured by Liberty bonds. In these 
operations the Federal Reserve System functioned merely as an ef- 
ficient tool of the Treasury. The Federal Reserve banks continued 
discounting ninety-day paper secured by Government obligations at 
preferential rates until July i, 1921.^^ By exacting preferential treat- 
ment the Treasury influenced the credit policies of the Federal Re- 
serve System and the reserve position of commercial banks. 

Time and Demand Deposit Interest Rates 

Heavy Treasury borrowing normally produced a shortage of in- 
vestment funds for other purposes and rising interest rates. The 

Up to January 2, 1920, neither the loan certificates of the transition period follow- 
ing the Victory Liberty Loan nor the tax certificates sold in anticipation of 1920 income 
and excess profits taxes bore higher than 4^/2 percent interest. On that date a series of 
tax certificates were sold bearing 414 percent, followed by a series of other issues bear- 
ing rates rising progressively from 4% percent on the loan certificates of April i, 1920, 
to 6 percent on the tax certificates of June 15, 1920. See U.S., Treasury Dept., Annual 
Report of the Secretary, 1920, pp. 303, 306. 

“The Treasury . . . felt that to raise the rate of interest to 4Vj percent (Third 
Liberty Loan) would mean a corresponding increase in the cost of war and force still 
higher rates on future issues of industrial and other securities, as well as further to 
depress the price of existing long term bonds.” See U.S., Treasury Dept., Annual Re- 
port of the Secretary, p. 6; see also p. 182, below. 

U.S., Federal Reserve Board, Annual Report, 1917, p. 256. 

Federal Reserve Bulletin, July, 1921, p. 885. 
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Treasury took special steps to prevent interest rates from going too 
high, and was at least partially successful in these endeavors. Due 
to favorable investment opportunities for bank funds in 1918 there 
was keen competition among banks for additional deposits, and the 
interest rates they offered to p3.y on deposits rose. This develop- 
ment disturbed the Treasury policy of financing the war at the low- 
est possible interest rates. Accordingly, at the instigation of the 
Treasury the New York Clearing House, at its conference of Octo- 
ber I, 1918, fixed a maximum rate of 3 percent on demand deposits 
and of 3/2 percent on time deposits.**® These rates were regarded as 
high enough to attract depositors and low enough to permit Treasury 
financing at low interest rates. 

THE TREASURY AND CAPITAL FUNDS DURING 

THE WAR 

The Treasury felt it was necessary for the successful prosecution 
of the war to exercise control not only over short-term credit but 
also over long-term or capital funds. Private borrowers could not be 
allowed to defeat Government aims by competing for long-term funds. 
For that reason, Secretary McAdoo wanted a central body to pass 
on new capital issues throughout the country. Securities were not to 
be issued whose rates were too high or whose purposes were non- 
essential for winning the war. The sale of such securities was re- 
garded as incompatible with the public interest. Consequently the 
Secretary of the Treasury asked the Federal Reserve Board to un- 
dertake this work in every Federal Reserve district, the Treasury 
supplying the initiative, and the Federal Reserve banks doing the 
work. A central committee and subcommittees in every Federal Re- 
serve district were formed,"*** which depended largely on moral per- 
suasion for effective results. 

Under the War Finance Act of April 5, 1918, the informal central 
committees became the formal Capital Issues Committee,^® but they 
were granted the same limited powers. The subcommittees examined 
and checked every request for capital credit, with the result that few 
potential borrowers presented their demands unless certain of ac- 
ceptance. The criteria for acceptance were: whether the funds were 

■‘® U.S., Federal Reserve Board, Annual Report, igiS, p. 337. 

Harding, Formative Period of the Federal Reserve System, p. 117. 

U.S., Treasury Dept., Annual Report of the Secretary, 1918, p. 61. 
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necessary for public health or welfare or a direct or indirect con- 
tribution toward winning the war/"*^ 

The work of the Capital Issues Committee did not touch some of 
the most difficult problems in connection with financing of industry 
during the war. Commercial banks were investing in Government se- 
curities rather than keeping their funds in the call-money market."’- 
In this way they were helping the Government and securing paper 
eligible as security with the Federal Reserve banks. Discounts of 
such paper were even made at preferential rates, making the trans- 
action doubly attractive. But savings banks had no access to Fed- 
eral Reserve credit. When they found that many of their customers 
were withdrawing deposits, the savings banks feared that they would 
have to sell their Government securities at a loss. There was still 
another problem. Businessmen without well-established connections 
needed funds not only for short-term purposes but also for new 
plant structures. To tackle these problems of the savings banks and 
businessmen the War Finance Act set up the War Finance Cor- 
poration. The stock of the corporation was subscribed by the Treas- 
ury, and the chairman of the board was the Secretary of the Treas- 
ury. The other board members were chosen by the President.®^ 
The corporation could make loans to any bank, banker, or trust 
company having outstanding loans to business needed in the war 
and/or which bought the obligations of such business. The corpora- 
tion could also advance its funds for one year to savings banks which 
were aiding in the prosecution of the war. Finally, in exceptional 
cases loans were authorized to businessmen directly, if funds were 
not available to them through the regular banking channels. Most 
of the advances were made to the latter group.^^ 

By the War Finance Act discounting was extended to include 
paper not considered eligible in the original Federal Reserve Act. 
The War Finance Corporation, wholly owned by the United States 
Treasury, had funds on deposit with the Federal Reserve banks and 
represented another example of the steadily increasing interrelation- 
ship between the Federal Reserve System and the Treasury.®® 

Section 7; 40 Stat. 506. ^2 See p. i57«. 

Section 2; 40 Stat. 506; Kilborne, “The War Finance Corporation,” American 
Economic Review, Vol. XV (December, 1925), pp. 810-820. 

®*U.S., Treasury Dept., Annual Report of the Secretary, iqj8, pp. 245-248. 

Willis, The Theory and Practice of Central Banking, p. 38. 
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THE TREASURY AND ITS SHORT-TERM SECURITIES 

during the war 

The Treasury found that in addition to keeping the general in- 
terest rates low and giving certain tax-exemption features to its se- 
curities, it had to use moral pressure in order to distribute widely 
its short-term securities. A quota system was worked out/*° and 
every bank was requested by the Secretary of the Treasury in a 
telegram sent February 6, 1918, to take an amount of Treasury 
certificates of indebtedness for payments on the next issue of Liberty 
bonds equal to i percent of the banks’ gross resources/’^ The banks 
cooperated, and the system was successful. After the Treasury 
abandoned this quota system,^® on August 25, 1919, it announced a 
policy of retiring all outstanding certificates of indebtedness. This 
step left only the tax-anticipation certificates outstanding as the 
Government’s floating debt.^® These tax-anticipation certificates 
matured on various income-tax dates. After the last certificates of 
indebtedness were refunded, on February 16, 1920,®® the floating 
debt of $2,935,949,500 consisted exclusively of these tax-anticipation 
certificates, and the amounts of the maturities in no instance ex- 
ceeded the estimated amount of income and profits taxes payable 
on the maturity date.®^ The method of spreading Government re- 
ceipts by anticipation certificates formed a permanent link between 
the Treasury and the banks and is being used to the present day. 

the treasury as the chief debtor of the 
federal reserve member banks 

The banks helped the Treasury to float its long-term debt by ab- 
sorbing part of the interest-bearing debt. Under the leadership of 
Mr. Strong, Governor of the Federal Reserve Bank of New York, 
a Liberty Loan Committee was formed, with subcommittees on dis- 
tribution, publicity, receipt of and payment for subscriptions to 
Liberty bonds. The member banks aided further by making ad- 
vances to subscribers at low rates, arranging partial payments for 
small purchasers, by safekeeping the bonds of subscribers, and fi- 

U.S., Treasury Dept., Annual Report of the Secretary^ P- 20. 

Ibid., p. 20. 

U.S., Treasury Dept., Annual Report of the Secretary, 19x9, p. 9. 

^^Ibid., p. 18. »o/6id. 

U.S., Treasury Dept., Annual Report of the Secretary, 1920, p. 12. 
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nally by subscribing themselves. The Liberty Loan Committee 
came to have such importance that the Secretary of the Treasury 
turned this voluntary organization into a Government agency, the 
Government Loan Organization, paid by the Treasury, but super- 
vised by the Governor of the Federal Reserve Bank of New York.®'* 
In order, to keep the small purchaser interested in Government 
securities, a “borrow and buy” campaign was launched; but it 
was soon obvious that most Government obligations were drifting 
into the hands of large institutional investors, for example, com- 
mercial banks, trust companies, savings banks, and insurance com- 
panies.®"* By June 30, 1918, the investments of the member banks 
of the Federal Reserve System in United States Securities reached 
a total of $2,500,000,000, as compared with $1,100,000,000 at the 
close of the preceding fiscal year, while the Federal interest-bearing 
debt had increased in the interval from $2,800,000,000 to $12,000,- 
000,000.®® Until 1919 both the Federal interest-bearing debt and 
the member banks’ investments in Government securities rose stead- 
ily. In 1920 the Treasury engaged in large refunding activities ®’^ and 
began its progressive withdrawal from the domestic credit market.®’* 
During the twenties the burdens placed upon the Treasury were 
light, and revenues were collected on a sufficiently high level to allow 
a steady reduction in the public debt.®® 

With interest rates in the general market rising from 1916 to 1921, 
all bonds with relatively low coupon rates tended to sell at a dis- 
count. This included the Liberty bonds, in spite of strong propa- 
ganda in their favor and their tax-exemption features."^® Secretary 
McAdoo decided to support the Government bond market in earlier 
issues rather than to raise the interest rate on new issues. The War 

U.S., Federal Reserve Board, Annual Report, 1917, pp. 279-280. 

U.S., Federal Reserve Board, Annual Report, 191S, p. 365. 

U.S., Federal Reserve Board, Annual Report, 1917, p. 287. 

Brown, “The Government and the Money Market,’* in Beckhart, ed., The New 
York Money Market, Vol. IV, p. 373. 

See Table XI. 

U.S., Treasury Dept., Annual Report of the Secretary, 1920, p. 315. 

“The year has been characterized by the progressive relative withdrawal of the 
Treasury from the domestic credit market and from a position of dominant influence. 
By the beginning of the fall this withdrawal had reached the point where the influence 
of Treasury borrowing was comparatively limited.” U.S., Treasury Dept., Annual Report 
of the Secretary, 1920, p. 6. 

U.S., Treasury Dept., Annual Report of the Secretary, 1925, p. 45; pp. 179-180. 

Commercial and Financial Chronicle, Vol. CIV, June 23, 1917, p, 2502. 
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Table XI 

RELATION BETWEEN INVESTMENTS OF FEDERAL RESERVE 
MEMBER BANKS IN GOVERNMENT SECURITIES AND THE 
TOTAL INTEREST-BEARING FEDERAL DEBT, 1916-1941 

(In millions of dollars) 


End of 

Fiscal Year 

Federal Reserve 
Member Bank 
Investments 

Total 

Interest-Bearing 
Federal Debt 

Percentage 

1916 

$ 703“ 

? 972 ° 

72.3 

1917 

1,065 

2,713 

89'3 

1918 

2,46s 

11,986 

20.6 

1919 

3,803 

25,234 

15-0 

1920 

2,811 

24,061 

H .7 

1921 

2,561 

23,737 

10.7 

1922 

3,205 

22,711 

14.1 

1923 

2,835 

22,008 

17.4 

1924 

3,575 

20,982 

17.0 

1925 

3,780 

20,211 

18.7 

1926 

3,745 

19.384 

19-3 

1927 

3,796 

18,251 

20.8 

1928 

4,22s 

17,318 

24.4 

1929 

4,155 

16,639 

25.0 

1930 

4,061 

15,922 

25-5 

1931 

5,343 

16,520 

32.3 

1932 

5,628 

19,161 

29.4 

1933 

6,887 

22,158 

3 I-I 

1934 

9,413" 

26,480 

28.1 

1935 

11,430 

27,64s 

24.2 

1936 

13,672 

32,756 

24.0 

1937 

12,689 

35,803 

28.2 

1938 

12 , 343 '* 

36,479 

29-5 

1939 

13,777 

39,891 

29.0 

1940 

14,722 

42,380 

28.8 

1941 

18,078 ® 

48,405 

26.8 


“Table No. 78, U.S., Federal Reserve Board, Annual Report, 1933, p. 172. 

Table No. 52, U.S., Board of Governors of the Federal Reserve System, Annual 
Report, 1937, P- ”2. 

“Table No. 39, U.S., Treasury Dept., Annual Report of the Secretary, 2941, p. 591. 
^Federal Reserve Bulletin, May, i 94 i» P- 428. 

^Federal Reserve Bulletin, December, 1942, p. 1214. 

Finance Corporation was authorized under the Act of April s, 1918, 
to purchase Government bonds on a large scale/* and the Treasury 
reimbursed it out of funds allotted by Congress under the third 

40 Stat. 506. 
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Liberty Loan Act, April 4, 1918, wherein a 5 percent bond purchase 
fund had been established^- But the upward trend of interest rates 
counteracted all these measures. Bonds of the second Liberty Loan 
issue (and later also of the third and fourth issues) continued to 
sell at a discount. Only the first Liberty Loan bonds, which were 
entirely tax-exempt, did not sell at a discount. Exemption from 
surtax was a far more valuable privilege than exemption from nor- 
mal income tax. Surtax rates kept on mounting, due to the rising 
need for revenue, and the first Liberty Loan bonds reflected in 
their price the value of their unique special tax-exemption. Since the 
second and third issues were exempt only from normal income tax, 
the Secretary decided to make this exemption more valuable and 
thereby the bonds more attractive. Accordingly he recommended an 
increase in normal income-tax rates to support the market of the 
second Liberty Loan bonds, which were exempt only from normal 
income tax."^^ His recommendation was enacted on September 24, 
1918, in the supplement to the second Liberty Loan Act."^^ The in- 
crease in normal income-tax rates did help the Second Liberty Loan 
bonds, but even then their market price did not go to par."^® The 
War Finance Corporation had been authorized to support only the 
third Liberty Loan bond issue."^^ The obvious effect of supporting 
one bond issue is to make the market prices of all other bond issues 
adjust themselves to this leading issue."^^ After the flotation of the 
Victory Loan bonds, with higher coupon rates, the Government 
abandoned the support of the Government bond market, so far 
carried on by the War Finance Corporation.'^^ 

Treasury Dept., Annual Report oj tke Secretary, iqi8, p. 82; 40 Stat. 502. 

U.S., Treasury Dept., Annual Report oj the Secretary, igi8, p. 6. 

‘ 4 U.S., Treasury Dept., Annual Report of the Secretary, 1917, p. 4; U.S., Treasury 
Dept., Annual Report of the Secretary, igiS, p. 6. 

75 The Victory Liberty Loan Act (March 3, 1919) further developed the policy by 
providing more tax-exemption features. See 40 Stat. 1309; U.S., Treasury Dept., An- 
nual Report of the Secretary, jgig, p. 97, contains a summary of the tax-exemp- 
tion provisions on various Liberty Loans (40 Stat. 965). 

U.S., Treasury Dept., Annual Report of the Secretary, igi8, p. 6. 

Section 15, Act of April 5, 1918 (40 Stat. 506). 

"8 Willis, Theory and Practice of Central Banking, pp. 39 - 40 - 
■sin a public statement issued April 18, 1920, Mr. Houston (War Finance Corpo- 
ration) announced that purchases for the bond purchase fund would close on July i, 
1920, when the new sinking fund (provided in the Victory Liberty Loan Act) went 
into effect. The Treasury would no longer borrow to buy its own bonds in the market, 
thus increasing its floating debt in order to reduce its funded debt. Federal Reserve 
Bulletin, May, 1920, p. 445. 
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SUMMARY 

Major upheavals in this world leave their mark on the entire eco- 
nomic structure of the countries involved. It was only to be expected 
that the Federal Reserve System should emerge from World War I 
changed in outlook and methods. What these changes were is suc- 
cinctly stated by Professor Willis, as follows: 

From the entry of the United States into the World War in 1917, down to 
the present moment, the history of the Federal Reserve System has been one 
of encroachment by the national government upon the functions of banking 
and gradual determination by that government to use the Reserve banks 
as its instrumentalities for the political control of credit.®® 

Willis, The Theory and Practice of Central Banking, p. 91. 



CHAPTER VIII 


Treasury Central Banking Activities during 

the Period of the Twenties 

AGRICULTURAL EMERGENCY OF 1920-1921 

T he period of the twenties was marked by a decline of Treasury 
activity in the money market and the rise of the Federal Re- 
serve System as the central banking force. After the armistice, when 
millions of men returned to productive activities and conditions in 
Europe began to be more normal, forces were set in operation which 
resulted in financial and industrial dislocations typical of periods fol- 
lowing great struggles. ^ The Nation emerged from the war in an ap- 
parently strong economic position. It had large liabilities, but it had 
also enormous resources. The momentum of great commercial ac- 
tivity carried the country through the winter of 1919. Wages and 
prices continued high. The high cost of living did not prevent extrava- 
gant spending. The expansion of credit, which was marked during 
the war, did not end with the armistice.- Credit extensions to com- 
merce and agriculture were encouraged by a decline in Government 
borrowing and a very substantial reduction in the investments of 
member banks in Government securities.® 

Toward the end of February, 1920, however, purchasing began to 
be hesitant and the volume of business diminished. By June the gen- 
eral price level began to fall. The downward course in prices was 
rapid and drastic.-* Unemployment had developed, and the undue 
credit expansion of the last five years was being contracted.® 

When this point had been reached, an additional problem presented 
itself to the Treasury and the Nation, the task of marketing a record 
crop. Europe’s demand for food and raw materials was lessened, 

1 U.S., Trc.i5ury Dept., Annual Report of the Secretary, 1920, p. i. 

- Ibid., p. 2. 

3 The figures for the years 1920-1921 can be obtained by reference to Table XI, see 
p. 168, above. 

See Table XII. 

5 U.S., Treasury Dept., Annual Report of the Secretary, 1920, p. 2. 
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Table XII 


GROUP INDEX NUMBERS OF ALL COMMODITIES FROM 
JANUARY, 1913, TO DECEMBER, 1922, IN BUREAU 
OF LABOR STATISTICS REVISED SERIES^ 


Month 

sgn 

1914 

igiS 

igi 6 

1917 

2918 

1919 

1920 

1921 

2922 

January 

TOO 

98 

98 


IS 3 

184 

199 

233 

170 

138 

February 

100 

99 

99 

I15 

157 

186 

193 

232 

160 

141 

March 

100 

98 

99 

I19 

162 

187 

196 

234 

15s 

142 

April 

100 

98 

99 

I2I 

173 

190 

199 

24s 

148 

143 

May 

99 

97 

100 

122 

183 

190 

202 

247 

HS 

148 

June 

99 

97 

99 

123 

i8S 

191 

203 

243 

142 

ISO 

July 

100 

97 

100 

123 

188 

196 

212 

241 

141 

15s 

August 

100 

lOI 

100 

126 

189 

200 

216 

231 

142 

15s 

September 

102 

102 

100 

130 

187 

204 

216 

226 

141 

IS 3 

October 

lOI 

97 

102 

136 

183 

202 

211 

211 

142 

154 

November 

100 

97 

104 

146 

183 

203 

217 

196 

141 

156 

December 

99 

97 

108 

149 

182 

202 

223 

179 

140 

156 


Figures from January, 1913, to July, 1922, are taken from Federal Reserve 
Bulletin, September, 1922, PP- 1092-1093. Figures from August, 1922, to December, 
1922, are taken from Federal Reserve Bulletin, January, i 923 > P- ^ 3 * 


partly because of her own larger self-sufficiency, which had arisen 
from the return of millions of her people to productive efforts, partly 
because of the lack of purchasing power abroad, and partly because 
of the restoration of more normal conditions in marine transporta- 
tion and the consequent reappearance of the agricultural products of 
distant countries in the markets of the world.® 

The banks and the Treasury were called upon to finance the mar- 
keting of the crops in a gradual and orderly fashion and also to facili- 
tate with holding commodities from the market for an indefinite 
period so that at least a predetermined minimum price might be real- 
ized. The problem was not easy. The crop-moving season found the 
banks still badly shaken, having many frozen assets left over from 
the collapse of the price level.'' 

The first impulse of many banks in agricultural regions was to turn 
to the Treasury as the only agency able to give the needed assist- 
ance. This disposition on the part of the banks — well developed be- 
fore the war — was reinforced during hostilities by various instances 
when the Government supported the banks in order to achieve the 
successful prosecution of the war.® Producers whose products could 


« Ihid. n. X, 


T Ihid, 


« fhid^ D. A. 
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be marketed only at prices that were catastrophically low insisted 
that the Treasury intervene. They asked that the Treasury deposit 
money in certain sections to encourage large crop loans or that the 
activities of the War Finance Corporation be resumed.® “The Treas- 
ury had no money to lend and no money to deposit except for gov- 
ernment purposes.” The Secretary of the Treasury was not in the 
banking business and should not be.^® Furthermore, even the War 
Finance Corporation was merely a war agency, created to help win 
the war. It was clearly desirable that war agencies should cease to 
function as quickly as possible. The War Finance Corporation had 
been permitted on March 3, 1919, to continue only one of its func- 
tions — the stimulation of exports by making advances to American 
exporters and such American banking institutions as needed assist- 
ance in the financing of exports.’^ But even these activities had been 
suspended in a statement issued by the Secretary of the Treasury on 
May 10, 1920.^“ At the request of the Secretary, Congress, on January 
4, 1921, adopted a joint resolution directing him to revive activities 
of the corporation with a view of assisting in the financing of the 
exportation of agricultural and other products. It was the work of 
this corporation under the direction of the Treasury Department 
which accomplished a great deal toward softening the blow to agri- 
culture involved in the collapse of the war-inflated price level. The 

9 Ibid. Ibid. 

Victory Liberty Loan Act — an act to amend Liberty Bond Acts and the War 
Finance Corporation Act. 40 Stat. 1309* 

12 U.S., Treasury Dept., Annual Report of the Secretary, 1920, p. 149. 

13 U.S., Treasury Dept., Annual Report of the Secretary, 1921, p. 49; 41 Stat. 1084. 

“The benefit which came through the loans made by the War Finance Corpora- 
tion cannot be measured by these loans alone. The renewed confidence which swept 
through the country was most helpful. Money became easier to borrow; a more 
liberal policy on farm loans was generally adopted. The wholesale sacrificing of grain 
and live stock was checked. The hope of farmers was renewed. It is not pleasant to 
think of what would have happened to agriculture if this emergency money had not 
been made available. 

“The value of the service rendered by Congress in recreating and enlarging the 
powers of the War Finance Corporation serves to illustrate the importance of taking 
the affirmative rather than the negative view in time of difficulty. Many good people 
were disposed to accept the disastrous break in farm prices as inevitable — they 
thought nothing could be done; that government action could not relieve the situa- 
tion. These good people were of the same sort as those pious folks in days gone by 
who looked upon death in the family from tuberculosis or typhoid fever as a visita- 
tion of the wrath of God, and not as a thing for which they were responsible and 
which they might have avoided by giving attention to the laws of health and sani- 
tation.” Secretary Wallace of the Department of Agriculture on “What Has Been 
Done to Meet Agricultural Depression,” Commercial and Financial Chronicle, Vol. 
CXV (November ii, 1922), pp. 2115-2117. 
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effects of the revival in agriculture were felt in other industries.'® 

Notwithstanding the aid which the Treasury had given to relieve 
the financial situation of the agricultural community, it was the firm 
belief of Mr. Mellon, then Secretary of the Treasury, that the Treas- 
ury Department should be primarily the fiscal agent of the Govern- 
ment. not the Nation’s central bank.'*' Accordingly, in the nineteen- 
twenties the Treasury tried to withdraw from many fields connected 
with central banking. 

THE TREASURY AND INTER-ALLIED DEBTS 

With the end of hostilities the need for a financial supreme com- 
mand, the Treasury, to subordinate all policies and activities to the 
one aim of winning the war had ceased. Accordingly, Treasury influ- 
ence as a central bank diminished, and the discretionary policy shap- 
ing powers of the Federal Reserve System was strengthened. The 
passing of the emergency was no reason, however, to expect a re- 
versal in the long-term trend toward Treasury dominance in the field 
of central banking. The Treasury’s former function was merely held 
in abeyance. 

In the field of foreign exchange control and foreign lending the 
Treasury confined itself largely to liquidating the inheritance of 
the war. After the armistice Treasury funds were no longer used to 
support British and other allied exchanges,'’ and on June 9, 1919, 
the President approved the recommendation of the Treasury that the 
embargo on the export of gold and currency and the control over the 
exchange market be terminated.'® 

The end of the war, furthermore, found the Treasury holding large 
foreign investments in the form of unfunded Government loans. It 
was a long time before the complications and well-nigh insurmount- 
able difficulties arising out of attempts to collect the huge intergov- 
ernmental debts were recognized. In the meantime the desire to get 

i-’U.S., Treasury Dept., Annual Report of the Secretary, ig 32 , p. i. 

•’’•“This attitude [of turning to the Treasury for ‘lull cconorhic salvation’] so ex- 
tremely manifested is unwholesome and menacing, and it is of the highest importance 
that individuals and communities return to a normal degree of self-help and self- 
reliance. We have demobilized money groups, but we have not demobilized those 
whose gaze is concentrated on the Treasury.” U.S., Treasury Dept., Annual Report of 
the Secretary, 1920, p. 4. 

Ryid., pp. 340-348. 

I'^U.S., Treasury Dept., Annual Report of the Secretary, igig, p. 15. 
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these intergovernmental advances funded at an early date controlled 
Government policy. The State Department was consulted before any 
bankers made loans to any foreign government or corporation. This 
custom was started in May, 1921, to prevent loans to countries which 
had not funded their indebtedness to the United States, or which 
were to use the proceeds for militaristic purposes.'® The record does 
not show that the State Department objected to many requests for 
permission to float foreign loans.-® 

THE TREASURY AND PUBLIC DEPOSITS 

During the war period additional Government depositories had 
been created for purposes connected with belligerent activities. With 
the resumption of peaceful relations the necessity for some deposi- 
tories ceased to exist. Furthermore, since the Federal Reserve banks 
and their branches were utilized as depositories and fiscal agents of 
the Government, it had gradually developed that the greater part of 
the Government’s disbursements were made through the Federal Re- 
serve banks. The practice of permitting the larger part of the revenues 
of the Government to be deposited with national banks delayed to a 
considerable extent the receipt of those revenues at the Federal Re- 
serve banks and branches for disbursement. 

During the fiscal year 1920 the Treasury undertook a concerted 
effort to reduce its balances carried with national bank depositories, 
both for the purpose of cashing checks and as a basis for handling 
receipts, to the minimum amounts necessary for the transaction of 
essential Government business. To that end it announced in Circular 
Number 176, dated December 31, 1919, definite regulations concern- 
ing Government deposits of public money. Cash receipts only could 
be deposited in national bank depositories. The operation of this 
regulation made possible reductions in balances in depositories which 

Statement issued by the State Department on March 3, 1922, quoted in the 
Federal Reserve Bulletin, March, 1922, p. 282. 

20 “The Department of State never approves a loan but rather states whether it has 
any objection to it. Banks are under no legal obligation to follow the department’s 
wishes in case a loan does not meet with its approval, and there is no obligation on 
the part of the bankers, tacit, or otherwise to seek the opinion of the department. 
The practice of asking the opinion of the department, began in 1921 after consultations 
between President Harding and the bankers in which they expressed a willingness to 
seek the opinion of the department.” Mr. Coolidge’s views in the Senate, June 16, 
71st Cong. 2d Sess., U.S., Congress, Congressional Record, Vol. LXXII, Part 10, 
p. 10875. 
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had heretofore received revenues, in fact, their total elimination.^^ 

By 1920 the subtreasuries were no longer needed by the Treasury 
in connection with the fiscal operations of the Government for the 
collection and disbursement of the public moneys, because the Fed- 
eral Reserve banks were already performing many of the functions 
and duties previously performed by the sub-treasuries.^^ Believing 
that the work of the sub-treasuries could be performed more effi- 
ciently and economically by the Federal Reserve banks, the Secre- 
tary of the Treasury, on April 18, 1919, designated a committee to 
report on the advisability of discontinuing the sub-treasuries and 
transferring their duties and functions to the mints or assay offices or 
Federal Reserve banks. The committee submitted a report to the 
Secretary of the Treasury in the form of a tentative draft of a bill to 
provide for the discontinuance of the sub-treasuries and the transfer 
of their duties and functions. The Secretary of the Treasury made 
these recommendations to Congress. An Act was passed May 29, 1920 
(41 Stat. 654), authorizing the Secretary of the Treasury to discon- 
tinue the sub-treasuries and transfer their duties to the Federal Re- 
serve banks. 

THE TREASURY AND THE CURRENCY IN THE 

TWENTIES 

The Treasury retained its responsibility as holder of the great trust 

funds (Act of March 14, 1900; 31 Stat. 45). Furthermore, the Treas- 
ury could still influence the currency through silver purchases under 
the Pittman Act.-^ In the case of gold, the continuation of the pro- 
vision by the Treasury for a convenient paper representative of gold 
which was acceptable to the people as hand-to-hand currency made 
possible the substitution of gold for Federal Reserve notes and vice 

21 U.S., Treasury Dept., Attm 4 al Report of the Secretary, igso, pp. 172-173; see 
al.'O p. 160, above. 

22 See p. 137, above. 

23 U.S., Treasury Dept,. Annual Report of the Secretary, igco, pp. 167-171. 

21 The Pittman .\ct authorized the ‘ Secretary of the Treasury from time to time 
to retire silver certificates and as such silver certificates arc retired to melt or break up 
and sell as bullion the silver dollars represented by such certificates up to the limit of 
350.000,000 standard silver dollars.” Furthermore, the act required the replacement 
of this silver by the purchase of domestic bullion at an ounce by the Treasur>’. Act 
of April 23, 1918, quoted in U.S., Treasury Dept., Report of the Secretary, 

/p/S, p. 176; 40 Stat. 535 . 
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versa in hand-to-hand circulation. It made possible that exchange 
of Federal Reserve notes for gold certificates at the beginning of the 
war which facilitated war-time credit expansion.-^ 

The main intent of the Federal Reserve Act was to supplement 
our existing currency system by an additional variety of currency 
which, based on commercial paper, would be elastic in volume and 
give elasticity to the grand total of currency in circulation. The in- 
elastic National Bank notes v/ere no longer needed, and their retire- 
ment could not cause a money stringency. Consequently the Treas- 
ury announced early on November i, 1924, that it intended to re- 
deem all bonds bearing the circulation privilege.-® But the national 
banks protested. The bonds were not yet callable, and they sold 
above par; consequently open-market purchases became too expen- 
sive, and the scheme was abandoned.-^ The Government bonds bear- 
ing the circulation privilege remained outstanding until they were 
called on March ii, 1935, for redemption on July i and August i, 

I935--® 

In many ways during the twenties the Treasury continued to be 
directly or indirectly connected with the currency of the country. 
The various types of currency then in circulation were: 

Gold coins , — They were available for circulation until the order 
of the Secretary of the Treasury of December 28, 1933, as amended 
and supplemented on January ii and 15, 1934. All gold coin do- 
mestically owned (with minor exceptions) was required to be de- 
livered for the account of the Treasurer of the United States, and 
under the Gold Reserve Act of January 30, 1934 (48 Stat. 337), with- 
drawn from circulation and formed into bars. Gold coin ($287,000,- 
000) shown on Treasury records as being then outstanding was 
dropped from the monthly circulation statement as of January 31, 
1934.-® 

Gold certificates . — The Treasury held the gold represented by 
these certificates under the Act of March 3, 1863 (12 Stat. 709) ; the 

25 Act of June 21, 1917 (40 Stat. 232); see also p. 158, above. 

20 U.S., Treasury Dept., Annual Report of the Secretary, 1924, p. 31. 

2 "^ Brown, “The Government and the Money Market,’* in Bcckhard, ed., The New 
York Money Market, Vol. IV, p. 346. 

28 U.S., Treasury Dept., Anfiual Report of the Secretary, 193$, pp. 22, 206; see also 
pp. 146-147, above. 

2^ U.S., Treasury Dept., Annual Report of the Secretary, 1939, p. 506. 



I yS CENTRAL BANKING, 1920-1928 

Act of July 12, 1882 (22 Stat. 162); the Act of March 14, 1900 (31 
Stat. 45).''’^ Many of them were put back into circulation after 

1919 and remained there until 1933*^^ 

Silver dollars.— These were minted early in the history of the 
United States.'^'* Most parts of the country disliked silver dollars by 
reason of their size and weight; they circulated primarily in the Far 


West. 

Silver certificates . — The Treasury held the silver represented by 
these certificates for redemption. These certificates were and are 
outstanding in large quantities. 


^"Gold certificates were first issued under authority of Section 5 of the Act of 
March 3. 1862 (12 Stat. 709) which authorized the Secretary of the Treasury to 
receive deposits of poid coin and gold bullion in sums of not less than $20 and to 
issue certificates therefore. The first certificates issued under this act were on November 
15. 1865, and the last on or about January i, 1879. when the practice was discontinued 
by order of the Secretary of the Treasury in order to prevent the holders of United 
States notes from presenting such notes for redemption in gold and redepositing the 
gold in exchange for gold certificates. Gold certificates were not issued again until the 
pas-a-e of Section 12 of the Act of July 12, 1882 (22 Stat. 162) which substantially 
reenacted the provisions of the prior act. with the additional provision that the 
Secretary of the Treasury shall suspend the issue of gold certificates whenever the 
amount 'of gold coin and gold bullion, reserve for the redemption of United States 
notes, falls below $100,000,000. There is no limit to the amount of such certificates 
that may be issued except as controlled by the amount of gold coin and gold bullion 
owned by the Government. The law provides that of the gold held against gold 
certificates an amount equal to at least one-third of such certificates outstanding 
must be in the form of gold coin. They are legal tender in payment of all debts and 
dues, public and private. U.S.. Treasury Dept.. Annual Report of the Secretary, ig28, 
pp 597-598. For discussion of the Act of March 14, 1900 (31 Stat. 45), see pp. 

97-100. above. 

Under the Act of June 21, 1917 (40 Stat. 232), the Federal Reserve banks had 
followed the policy of receiving gold certificates and paying out Federal Reserve notes 
in order to build up the gold reserves to help in the financing of the War. See p. 
158. above. “Since the beginning of the War it has been the policy of the Treasury 
to conserve gold and discourage its circulation. It is just as important as ever that 
gold, which is the foundation of our reserves and the backbone of all credit trans- 
actions should be concentrated in the Federal Reserve banks as reserx'es. The circula- 
tion of gold coin and gold certificates tends to dissipate the reserves. Persons requesting 
gold are invited to accept other currency instead, but gold has not been and will not 
be refused to persons who. after giving consideration to the Treasury’s policy, demand 
it and arc entitled to receive it by reason of the presentation and surrender of gold 
obligations.” U.S.. Treasury Dept., Annual Report of the Secretary, 1920, pp. 181-182. 
Gold certificates of the United States payable to bearer on demand shall be legal 
tender in payment of all debts, dues, public and private. Act of December 24, 1919 


1 Stat. 370) 

‘-See Appendi.x VII below and Gold Reserve Act of January 30. 1934 (48 Stat. 


:'-‘Act of April 2, 1792 (I Stat. 246); Act of June 18, 1837 (5 Stat. 136). 

^‘Act of February 28. 1S78 (20 Stat. 25); Act of April 23* i9»8 (40 Stat. 335); 
Act of May 12, 1933 (48 Stat. 3O: Act of June 19, i934 (48 Stat. 1178). 
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United States notes — Ever since the Act of May 31, 1878 (20 Stat. 
S7), $346,681,016 have been outstanding. The Treasury holds the 
$150,000,000 gold reserves against them required by the Act of 
March 14, 1900 (31 Stat. 45). 

Treasury notes of iSqo. — The bulk of these notes issued under the 
Act of July 14, 1890 (26 Stat. 289), has long been v/ithdrawn from 
circulation. The notes still outstanding are largely in the hands of 
collectors. They are also backed by the $150,000,000 gold reserve 
in the Treasury under the Act of March 14, 1900 (31 Stat. 45). 

Federal Reserve notes. — These notes are the most important type 
of paper currency in circulation. Federal Reserve agents hold the 
gold and commercial paper which are the reserves against the notes 
under the Act of December 23, 1913 (38 Stat. 265). After the Act 
of February 27, 1932 (47 Stat. 56) Government obligations may be 
used instead of commercial paper as collateral. 

Federal Reserve Bank notes. — Government bonds were the col- 
lateral under the Act of December 23, 1913 (38 Stat. 265). Except 
during times of emergency, these bank notes have not circulated. 

National Bank notes. — Government bonds were employed as col- 
lateral under the Act of June 3, 1864 (13 Stat. 99). These notes were 
outstanding in large amounts until 1935. Since then their volume has 
steadily declined. 

Minor coins. — These coins are a form of credit money “printed” 
upon metal. The metals used are bronze, copper, nickel and silver. 
The coins have less value as bullion than as coins and they are frac- 
tional parts of the dollar. Appendix VII contains figures on minor 
coins from 1900 only, since satisfactory data were not available for 
earlier years and the stock was small. 

THE TREASURY AND THE PUBLIC DEBT IN THE 

TWENTIES 

Secretary Mellon, who held the Treasury post in the period of the 
twenties, adopted as his major policy the encouragement of business 
by a slow, but gradual and steady, reduction of wartime taxes, by a 
sound Treasury position and by a persistent reduction in the Gov- 
s'* For further discussion of the extensions of the Act of February 27, 1932, see pp. 
145-146, 191-193. 

30 See pp. 146-147, 193 ; see Appendix VII, below. 
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ernment debt.'^^ All these steps in turn achieved low interest rates on 
the remaining Government debt, which again facilitated tax reduc- 
tion and bond redemption.-'^® 

If not regulated so as to coincide in time and amount, the receipts 
and disbursements of the Treasury, always have disturbing effects 
on the reserves of commercial banks. During the war period a huge 
debt had been built up by expenditures which were incurred daily 
and devices had to be found to spread the revenue, whether derived 
from rapidly mounting borrowing or rising taxes, evenly in time and 
amount.'*'-* After the war a period of debt reduction began, and a simi- 
lar problem arose in connection with offsetting quarterly tax receipts 
by quarterly net debt reductions. In a solution of this problem the 
first step was to refund the war debt so that all Government obliga- 
tions matured on the quarterly tax-payment dates. These maturities 
were then arranged as nearly as possible in amounts that could be 
met from taxes. The periodic debt reduction and the lowering of the 
interest burden were facilitated under the Mellon administration 
by introducing on June 15, 1921 the three-year Treasury note and 
the Treasury bill on November 26, 1929, In the fall of 1922 the 
Treasury began also to refund long-term bond issues by exchanging 
Liberty bonds and Victory bonds for Treasury notes and long-term 
Treasury bonds •*- at substantially lower interest rates. 

The initiative in the issue of Government securities rested entirely 
with the Treasury Department as to both amounts and terms of issue. 
The extent to which the Treasury consulted with Federal Reserve 
officials and bankers before issuing such securities was and still is a 
matter of discretion of the Secretary of the Treasury. One of the dif- 
ficult tasks of the Treasury always has been to judge how the mar- 
ket would receive new bonds in order to obtain an interest rate as low 
as possible, but high enough to make possible a complete sale of the 
new issue. In the decade of the twenties the Treasury adjusted its 

3 ' U.S., Treasury Dept., Annual Report of the Secretary, igzi, p. i. 

38 “The Redemption Act of November 23, 1921 (42 Stat. 227), made a substantial 
reduction in the tax burden and has provided for the repeal or reduction of several 
of the most vexatious and burdensome taxes. It has refunded about $700,000,000 of 
short dated debt into later maturities and has reduced the Victory notes outstanding 
to about $3,600,000,000 and the Treasury certificates to about $2,300,000,000.” US 
Treasury Dept., Annual Report of the Secretary, ig2i, p, 2. * 

3 »Sce p. 159 above, on certificates of indebtedness in anticipation of income taxes 
Treasury Dept., Annual Report of the Secretary, ig2:, p. 4. 

U.S., Treasury Dept., Annual Report of the Secretary, ig2g, pp. 38-42. 

*3 U.S., Treasury Dept., Annual Report of the Secretary, ig22, pp. 3-5. 
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rates to the market situation. The Federal Reserve banks merely 
acted as the agent handling the details connected with Government 
bond issues. They informed member banks of the amount, character, 
terms, and so forth of the new bonds. Treasury notes, certificates of 
indebtedness, and Treasury bills; they took subscriptions, issued 
certificates, arranged for conversion, and so forth. 

The operations of the War Finance Corporation in buying Liberty 
bonds and Victory notes actively in the market for sale later to the 
5 percent bond-purchase fund under the Act of April 5, 1918 (40 Stat. 
506) continued until April 18, 1920.^'* Prices of outstanding Liberty 
bonds and Victory notes showed a gradual downward tendency. In 
a public statement issued April 18, 1920, Mr. Houston announced 
that purchases for the bond-purchase fund would close on July :, 
1920, when the next sinking fund went into effect (Act of March 3, 
1919; 40 Stat. 1309). The discount on war bonds gradually disap- 
peared, until by July, 1922, the bonds were at par.'*^ In each subse- 
quent year the computed rate of interest on the Government debt 
declined.^^^ 

Table XIII 


COMPUTED RATE OF INTEREST ON THE INTEREST- 



BEARING DEBT, 

1916-1941” 


End of Fiscal 
Year June 30 

Percentage 

End of June 30 

Percentage 

1916 

2.376 

1929 

3-946 

1917 

3.120 

1930 

3.807 

1918 

3.910 

1931 

3-566 

1919 

4.178 

1932 

3-505 

1920 

4-225 

1933 

3-350 

1921 

4-339 

1934 

3.181 

1922 

4.240 

1935 

2.716 

1923 

4.214 

1936 

2.559 

1924 

4.180 

1937 

2.582 

1925 

4-ios 

1938 

2.589 

1926 

4-093 

1939 

2.600 

1927 

3-960 

1940 

2-583 

1928 

3-877 

1941 

2.518 

® U.S., Treasury 

Dept., Annual Report of the Secretary, 1942, 

p. 577. Table 55. 


Treasury Department Circular No. 418, November 22, 1929, quoted in U S , 
Treasury Dept., Annual Report of the Secretary, 1930, p. 2S3. 

U.S., War Finance Corporation, Annual Report, 1920, p. 6. 

45 U.S., Treasury Dept., Annual Report of the Secretary, 1922, pp. azS-azq 
See Table XIII. * ^ 4iV. 
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In the 1925 report the Secretary of the Treasury expressly stated 
that the Government aimed to sell its securities at the lowest possible 
interest rate and at a yield consistent with general credit conditions.**^ 
This view is based on the belief that general credit conditions which 
determine the price of Government bonds cannot be changed to suit 
the Treasury. During the twenties the Treasury supported its own 
bonds by buying them on a large scale for its debt-reduction program. 
The long-continued debt-reduction program (based on a large sur- 
plus in the Treasury) first influenced the demand for and conse- 
quently the price of Government bonds and lastly the price of bonds 
in general. In addition, the Sinking Fund was used to buy up bonds 
that were below par and even above par, for the provision in the Sink- 
ing Fund requires that the average cost shall not be above par.^® Also, 
the Treasury bought securities for special trust funds and thus di- 
minished their available supply on the market.**^ In short, the Treas- 
ury was the most important single buyer in the bond market, and its 
major policies, supported by adequate means and continued per- 
sistently, did influence the major trends of general credit conditions. 

United States Government securities have always been in demand 
by banks, because they were needed as collateral for Government de- 
posits against which no reserves were necessary, and because they pro- 
vide excellent means of access to the Federal Reserve bank credit.^'^ 

U.S.. Treasury Dept., Annual Report of the Secretary, ig2s, p. 40. 

Act of March 3, 1919 (40 Slat. 1309) ; the use of the War Finance Corporation 
created under the War Finance Act of April 5, 1918 (40 Slat. 506), to support Liberty 
bonds was an expedient which was clearly limited to the war period, and though 
used during the second half of 1919 to support the Victory notes, it was superseded 
by an entirely new arrangement provided for in the Victory Liberty Loan Act (40 
Stat. 1300). This was the provision for a cumulative sinking fund of 2V2 percent 
calculated to retire the whole interest-bearing public debt, exclusive of the principal 
amount of the loans to foreign governments, in twenty-five years. The fund was 
extended to apply to loans issued after July i, 1920, under the amendment of March 
2, 1923 (42 Stat. 1427). Bonds and notes purchased, redeemed, or paid out of the 
sinking fund shall be canceled and retired and shall not be reissued. .Additional appro- 
priations to the sinking fund were made in the Acts of May 29, 1928 (45 Stat. 987), 
January 30, 1034 (48 Stat. 344). July 21, 1932 (47 Stat. 716), March 7, 1933 (47 
Stat. 1492), March 15, 1934 (48 Stat. 428). The provisions of the Victory Liberty 
Loan .Act in setting up this sinking fund were of immense money market importance. 
The fund was destined to be not only an extremely important factor in the day-to- 
day operations of the Government bond market but also a major factor in the rapid 
reduction of the public debt. 

■‘y U.S., Treasury J:)cpt., Annual Report of the Secretary, igzy, p. 39. 

'-«Sec p. 157 for discussion of the .Act of September 7, 1916 (39 Stat. 752), of the 
Act of June 21, 1917 (40 Stat. 232), pp. 157, 179, 191-193; for the Act of February 
27, 1932 (47 Stat. 56) ; p. 224 for the Act of August 23, 1935 (49 Stat. 703). 
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Table XI shows the increase in Federal Reserve member-bank in- 
vestments of Government securities. United States Government 
securities have been in active demand by corporations because of their 
marketability and acceptability as collateral for borrowing purposes. 
Furthermore, they have certain tax-exemption features. Until 1941 
the interest on Government bonds was wholly tax-exempt for cor- 
porations.^^ As a result the demand for Government securities has 
been high. This factor helped the Treasury throughout the period 
of the twenties in the refunding of the debt at lower interest rates. 

Again, banks were in the market for Government bonds because 
by pledging them as collateral commercial banks would qualify as 
special Treasury depositories.^- Such transactions were doubly at- 
tractive, since banks could pay for newly issued Government bonds 
by merely crediting the Government account on their books. They 
did not need to pay out funds to the Reserve banks unless called 
upon to do so by the Treasury, which happened infrequently. In the 
meantime they could sell the Government obligations, or if they kept 
them as an investment, the commercial banks gained the difference 
between the yield on the bonds and the low interest paid to the Treas- 
ury on its credit balance."'* 

The practice of discounting at the Federal Reserve banks the 
fifteen-day notes of member banks secured by a pledge of Govern- 
ment securities was granted in the amendments to the Federal Re- 
serve Act and formed one of the strongest links between the Treas- 
ury and the banks. The banks became the largest single creditor of 
the Government. Consequently the price and interest rates of Gov- 
ernment securities were of the utmost importance to the banking sys- 
tem because of their effect on the banks' portfolios and on prices of 
other securities in the market. 

While in the twenties the Government could follow its traditional 

Revenue Act of June 25, 1940 (54 Stat. 516). 

U.S., Treasury Dept., Annual Report of the Secretary, ^9~9, p- 40. 

Ibid., p. 41; prior to 1908 interest had never been required on Government 
deposits. After the Act of May 30, 190S, interest at the rate of i percent per annum 
was coliectcd from National banks (35 Stat. 546). On April 30, 1913, the Secretary 
announced that beginning June i, 1913, all Government depositories would be re- 
quired to pay interest at the rate of 2 percent per annum on Government funds. 
U.S., Treasury Dept., Annual Report of the Secretary, jgjj, p. 5; Federal Reserve 
banks were designated by the Treasury Government depositories as of June i, 1916, 
and were exempt from interest charges on public deposits. U.S., Treasury Dept., 
Annual Report of the Secretary, 1916, pp. 6, 7. 

5 ‘Act of September 7, 1916 (39 Stat. 752); June 21, 1917 (40 SUt. 232). 
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policy of paying back its debt as speedily as possible, the severe and 
long depression which began in 1929 forced the Government to inter- 
vene more actively in the economic life of the Nation. An increase 
in the public debt could not be avoided. 


CONCLUSION 

In previous chapters we have shown that before 1929 various 
secretaries of the Treasury sought to control, and even partially suc- 
in controlling and directing the credit system of the Nation. 
When the United States entered World War I the Treasury, under 
the plea that it was necessary for national defense, directed and con- 
trolled the credit system of the Nation. During the ten years follow- 
ing the armistice the Treasury continued, though to a lesser extent, to 
oversee and to direct the policies of the Federal Reserve System in 
order to expedite the Treasury’s fiscal programs. These continual 
practices plus the emergency actions taken during the Panic of 1929 
and the Depression of 1933 finally led to the conclusion that the lead- 
ership of the banking field actually belonged to the Treasury. Effective 
monetary management presupposes a centralization of authority in 
a single agency. Credit control is a part of general economic planning, 
and the Treasury is more closely connected with the administration 
of the general program than any other agency including the Federal 
Reserve System. 



CHAPTER IX 


Treasury Central Banking from 1929 to 1941 with 

Special Reference to the Gold Policies 


AT ANY ONE TIME the type of relationship of the Government to 
./Veconomic life is primarily determined by the ideas prevalent in the 
minds of those persons who are in a position to give their views wide 
circulation. For a century and a half the people of the United States 
have been under the influence of an economic ideology, of which a 
rather extreme type of individualism and the right of private action 

were central parts. 

The depressions of the thirties had a profound effect on these ideas. 
The distress brought about by the widespread unemployment during 
this period formed the basis for public acceptance and even for pub- 
lic demand for a considerable extension of governmental activities 
designed to relieve suffering and provide safeguards against the deep- 
ening of the depression. The ideas of relief, of the revival of business 
activity, of the prevention of further depressions, and of economic 
and social reform were all inextricably combined in the programs un- 
dertaken, as were all the problems of integrating these new activities 
in the system of private enterprise and of financing and administer- 
ing them. The shifting of emphasis from relief to recovery and from 
recovery to reform was unavoidable in the process. 

THE TREASURY AND THE DEPRESSION OF I929 

In spite of all the study given to the subject of business cycles, 
there is still no agreement on the precise nature of the impulses that 
periodically cause the upturns and downturns in economic activity. It 
has been asserted that the depression of 1929 originated from mone- 
tary, and from nonmonetary causes ; that it was the result of under- 
consumption, and overinvestment; and that it was caused by psycho- 
logical considerations. Data covering the era are so abundant that 
they furnish evidence for almost any theory. Most explanations agree 
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that the prosperity of the twenties concealed maladjustments arising 
from the war and perpetuated throughout the twenties. 

To supply the war needs of our country and of the European allies 
required a tremendous expansion of agriculture and industry in the 
United States, and the postwar decade saw no reversal of this trend 
In the years after the war foreign markets continued to absorb this 
torrent of American goods.* But eventually exports have to be paid 

Table XIV 


IMPORTS AND EXPORTS OF MERCHANDISE, 
CALENDAR YEARS I914 TO 1930“ 


Year 

Imports 

Exports 

of Merchandise 

of Merchandise 

1914 

$1,789,276,001 

$3,113,624,050 

1915 

1.778,596,695 

3,554,670,847 

1916 

2,391.635.335 

5,482,641,101 

1917 

2,952,465,955 

6,226,255,654 

1918 

3,031,304,721 

6,149,241,951 

1919 

3,904,364,932 

7,920,425,990 

1920 

5,278,481,490 

8,228,061,307 

1921 

2,509,147,570 

4,485,031,356 

1922 

3,112,746,833 

3,831,777,469 

1923 

3,792,065.963 

4,167,494,080 

1924 

3,609,962,579 

4,590,983,845 

1925 

4,226,589,263 

4,909,847,511 

1926 

4,430,888,000 

4,808,660,000 

1927 

4,184,720,000 

4,865.375,000 

1928 

4,091,444,000 

5,128,356,000 

1929 

4,399,361,000 

5,240.995,000 

1930 

3,060,908,000 

3,843,181,000 

« U.S., 

Treasury Dept., Annual Report of the Secretary , rp^ 


Excess of Exports 
over Imports 

?*j324f348,049 

^>776,074,157 

3,091,005,766 

3,273,789,699 

3>ii7,93S,23o 

4,016,061,058 

2 > 949 , 534,817 
U975, 833,786 

719,030,636 

375,427,117 

981,021,266 

683,258,248 

377.772.000 

680.633.000 

1,036,912,000 

841.634.000 

782.273.000 

p. 868. 


for by goods imported or services rendered. The United States did 
not make such payments easy. On the contrary, the building of the 
American merchant marine reduced the shipping services that Euro- 
peans had customarily supplied to the United States, and the high 
tariff policy of the Fordney-McCumber Act of Sept. 21, 1922 (42 
Stat. 858), and of the Hawley-Smoot Act of June 17, 1930 (46 Stat 
590) seriously interfered with attempts of foreign countries to pay 
for American exports by shipping goods to the United States.^ UnUl 

' See Table XIV. : See Table XV. 
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Table XV 

DUTIABLE GOODS AND TOTAL IMPORTS 


June 30 1914 

1915 

1916 

1917 

1918 

eceniber3i 1918 

1919 

1920 

1921 

1922 

1923 

1924 

1925 

1926 

1927 

1928 

1929 

1930 

U.S., Treasury Dept., 


December 31 


1914-1930 


Year 

Ending 


(6 mos.) 


V 

Ratio oj 
Dutiable Goods 
to Total Imports 


39 55 
37-34 
31-35 
30-54 
26.09 
20.86 
29.16 
38.92 
38.82 

88-57 

41.98 

40.75 

35-14 

34-03 

35*62 

34*31 

33-62 

33*17 


RATIO OF DUTIES TO 
VALUE OF 


Dutiable 

Imports 



24.39 

21.27 

16.40 

29-55 

38.07 

36- 17 
36.53 

37- 61 

39-34 

38.76 

38.76 

40.11 

44.71 


Total 

Imports 


14.88 
12.49 

9.62 

8.31 

6.30 

5*09 

6.20 

6.38 

11.44 

14.68 

15.18 

14.89 
13.21 

13*39 

13.81 

13-30 

13*55 

14*83 


Annual Report oj the Secretary, 1932, p. 382. 


1929 the inconsistency between a creditor position, on the one hand, 
and high tariffs, on the other, were concealed by large loans abroad. 
These only postponed the day of final payment, for as soon as the 
United States ceased to make these foreign loans, the volume of 
American foreign trade declined drastically, with unsettling conse- 
quences to American agriculture and industry.^ 

3 “World War Debt Postponement,” an excerpt from the message of the President 
to the Congress on our foreigen affairs, December 10, 1931. 

“The world-wide depression has affected the countries of Europe more severely than 
our own. Some of these countries are feeling to a serious extent the drain of this 
depression on national economy. The fabric of intergovernmental debts, supportable 
in normal times, weighs heavily in the midst of the depression. 

“From a variety of causes arising out of the depression, such as the fall in the price 
of foreign commodities and the lack of confidence in economic and political stability 
abroad, there is an abnormal movement of gold to the United States which is lower- 
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In addition to the international complications, the domestic scene 
showed serious maladjustments. A reasonable balance between actual 
consumption and productive capacity was not maintained. One fac- 
tor in this phenomenon was the increased industrial expansion of the 
twenties, which was not accompanied by a sufficient lowering of prices 

Table XVI 

BUSINESS INDICES OF INDUSTRIAL PRODUCTION, 
FREIGHT CAR LOADINGS, COMMODITY PRICES, 
FACTORY EMPLOYMENT, FACTORY PAY ROLLS, 

I919-1941" 


Year 

Industrial 

Production 

Freight Car 
Loadings 

Commodity 

Prices 

Factory 

Employment 


Base is 

average of years 

1935-1939 = 100 

Base is 

average of years 

1935-1939 = 100 

Base is 
year 

1926 = 100 

Base is 

average of years 
1923-1925 = 100 

1919 

72 

120 

139 

107 

98 

1920 

75 

129 

154 

108 

117 

192 I 

58 

1 10 

98 

82 

76 

1922 

73 

I 2 I 

97 

91 

8i 

1923 

88 

142 

101 

104 

103 

1924 

82 

139 

98 

96 

96 

1925 

91 

146 

104 

100 

lOI 

1926 

96 

152 

100 

102 

104 

1927 

95 

147 

95 

100 

102 

1928 

99 

148 

97 

100 

104 

1929 

1 10 

152 

95 

106 

no 

1930 

91 


86 

92 

89 

1931 

75 , 

105 

73 

78 

68 

1932 

58 

78 

65 

66 

47 

ms 

69 

82 

66 

73 

50 

1934 

75 

89 

75 

86 

65 

1935 

87 

92 

80 

91 

74 

1936 

103 

107 

81 

99 

86 

1937 

113 

I 1 1 

86 

109 

m 

1938 

88 

89 

79 

91 

78 

1939 

108 

lOI 

77 

100 

91 

1940 

123 

109 

79 

108 

m 

1941 

156 

' 130 

87 

129 

149 


^Federal Reserve Bulletin, December, 1942, p. 1231. 


ing the credit stability of many foreign countries. These and the other difficulties 
abroad diminish buying power for our exports and in a measure are the causes of our 
continued unemployment and continued lower prices to our farmers.” U.S., Treasur)’ 
Dept., Annual Report of the Secretary, p. 286. 


GOLD POLICIES 189 

to consumers.^ As a result the economies of increased production were 
reflected primarily in an increase of profits. The large profits led to 
the employment of credit to finance speculation in securities. The 
collapse of the speculative boom marked the beginning of the great 
depression. Many economists declared that this overexpansion of 
credit could have been avoided.'" Some economists have censured the 
banking policy for lack of discrimination in extending credit for 
legitimate business purposes and for speculative excesses as well.® 
Other theorists have asserted that if a greater fall in prices or an 
increase in wages had placed larger purchasing power in the hands 
of the consumer economic developments would have been sounder.*^ 

The depression cut deeply into the lives of the people. Prices were 
lowered to dispose of inventories. Replacement demand dried up, 
industrial activity shrank, profit expectations seriously diminished. 
Cost cutting in manufacturing to meet the lower prices became neces- 
sary, and variable costs, notably labor costs, were cut severely.® 
Rents fell, railroads became bankrupt, and finally banks became dis- 
organized. 

In 1929, and for a year or two thereafter, many believed that the 
depression was a transitory phenomenon. The Government made only 
minor attempts to stem the decline in business activity. Income taxes 
were further reduced.® Protective tariffs were further increased, a 
step in the wrong direction.^® The Federal Reserve System sought to 
encourage borrowing by following a cheap-money policy by a lower 
rediscount rate “ and the purchase of Government securities.^- Add- 

* See Table XVI. 

® Crawford, Monetary Management under the New Deal, p. 6. 

® Willis, The Theory and Practice of Central Banking, p. 136. 

7 Kirkland, A History of American Economic Life, p. 705. 

8U.S., Treasury Dept., Annual Report of the Secretary, 1931, p. 6; see above, 
Table XVI. 

® Act of December 16, 1929, 46 Stat. 47. 

^'^Act of June 17, 1930, 46 Stat. 590. 

Beginning with the reduction in the discount rate at the New York bank from 
6 percent to 5 percent on November i, 1929, there were successive reductions at all 
reserve banks. U.S., Treasury Dept., Annual Report of the Secretary, 1930, p. 21. 

12 The Glass-Steagall Act, of February 27, 1932 (47 Stat. 56), liberalized certain 
features of the Federal Reserve Act and rendered the resources of the system more 
readily available. The act for a period of one year gave the Federal Reserve banks 
authority to use the United States Government securities as collateral for Federal 
Reserve Notes. The reserve banks purchased a large volume of United States Govern- 
ment securities. See below, pp. 157, 167 for further discussion of this act. U.S., Treasury 
Dept., Annual Report of the Secretary, 1932, p. 5; see also Table XI, above. 
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ing to the funds available for lending, lowering interest rates, and 
strengthening bank reserves are effective in stimulating borrowing 
and business activity only when a shortage of funds has been the 
cause of the economic dislocations. Since this was clearly not the case 
in 1929 or thereafter, the various steps taken.by the Government and 
the Federal Reserve System increased member bank reserves, but not 
economic activity. 

By 1931 the half-hearted attempts at remedying our business prob- 
lems during the preceding year had clearly proved insufficient. The 
world-wide crumbling of the financial structure, beginning with the 
refusal of the permission for a customs union between Germany and 
Austria and the resulting collapse of the Austrian Credit Anstalt, in 
May, 1931, compelled action. President Hoover recognized the im- 
possibility of large intergovernment payments among various coun- 
tries under the then prevailing conditions, and on July 6, 1931, he 
announced that all international creditor governments except Yugo- 
slavia had accepted his offer of June 20, 1931, to postpone for a year 
all payments of interest and principal on reparations and other in- 
tergovernment debts. Hoover's policy of an international mora- 
torium did not meet with much popular approval, nor did it prevent 
the further collapse of European currencies. 

At home the continued disintegration of business forced our Gov- 
ernment into further action. By 1931 the depression was undermining 
the solvency of even our strongest corporations, specifically, rail- 
roads and banks. Their credit standing had deteriorated to such an 
extent that they could no longer borrow directly in the investment 
market. If they were to be saved from bankruptcy, an agency with 
superior credit standing would have to guarantee their debts or 
raise funds on its ow-n credit standing and relend the proceeds to cor- 
porations in distress. The solution recommended by the Treasury 
Department and finally enacted into law on January 22, 1923, pro- 
vided for the Reconstruction Finance Corporation (47 Stat. 5). It 

Treasury Dept., Annual Report of the Secretary, iqjs, p. 5; see also Tabic 
XVTII and pp. 222-223, below. 

U.S., Treasury Dept., Annual Report of the Secretary, iQjti, p. 83. 

U.S., Treasury Dept., Annual Report of the Secretary, igjis, p, 3. 

“During the past 3 years the problems facing our entire banking system have been 
accentuated owing to the strain occasioned by the credit crisis which has accompanied 
a world wide depression.” U.S., Treasury Dept., Annual Report of the Secretary, ipji, 
P- 30. 
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was modeled upon a device of war years, the War Finance Corpora- 
tion.^^ 

The corporation was originally authorized to issue and have out- 
standing at any one time its notes, bonds, or other obligations, guar- 
anteed by the United States, in an amount not to exceed $500,000,- 
000. The Secretary of the Treasury was authorized to purchase, at 
his discretion, any obligations of the corporation, and the law pro- 
vided that the purchase and sales of such obligations by the Treasury 
should be treated as public-debt transactions of the United States.^® 
The funds made available to the corporation were to be loaned to 
farmers through the Department of Agriculture and directly to rail- 
roads, banks, and other financial institutions. The Treasury, in turn, 
was to borrow either on its own short- or long-term obligations from 
individuals, corporations, or banks in order to purchase the securities 
of the Reconstruction Finance Corporation. Thus, in essence the Gov- 
ernment began to finance industry and commerce, extending credit 
and assuming the risks. 

Created as a type of banking institution, the Reconstruction Fi- 
nance Corporation followed the example of the bigger commercial and 
investment-banking firms of its time and confined its activities to 
the financing of large corporations, the top of the economic pyramid. 
The idea was that the funds supplied to the large business organiza- 
tions would filter through the entire economic structure and finally 
reach the laborers,. for whom additional jobs would be provided.^® 

The seepage worked too slowly; therefore, on July 21, 1932, the 
act was broadened (47 Stat. 709). The Reconstruction Finance Cor- 
poration was authorized to borrow an additional $1,800,000,000 and 
to make loans to states and municipalities “to be used in furnishing 
relief and relief work to needy and distressed people.” 

Another remedial measure adopted by the United States Govern- 
ment was the act of February 27, 1932, known as the “Glass-Steagall 

The War Finance Corporation was created by the Act of April 5, 1918 (40 Stat. 
506), as an instrumentality to supply essential credits to the war industries of the 
country. The scheme of the act was that the corporation should extend financial 
assistance to those industries primarily, indirectly through the banks of the country 
and only in “exceptional cases” directly to the war industries themselves. U.S., Treasury 
Dept., Annual Report of the Secretary, igi8, pp. 56, 245-254; for fuller discussion of 
this corporation see pp. 164-165, above. 

U.S., Treasury Dept., Annual Report of the Secretary, 1932, pp. 69-70. 

U.S., Treasury Dept., Annual Report of the Secretary, 1933, p. 13. 
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Act” (47 Stat. 56). It was designed to allow exceptional advances by 
the Federal Reserve banks to member banks. The act amended Sec- 
tion 10 (b) of the Federal Reserve Act by allowing the Federal Re- 
serve bank, in exceptional and exigent circumstances, to make ad- 
vances to individual member banks having a capital not exceeding 
$5,000,000 and lacking sufficient eligible and acceptable assets to 
enable them to obtain adequate credit accommodations from the 
Federal Reserve banks by the customary methods. The act also 
amended Section 16 of the Federal Reserve Act so as to authorize thei 
Federal Reserve Board to permit the use of direct obligations of the 
United States as collateral security for Federal Reserve notes when 
it was deemed in the public interest. The latter provision was to 
remain in effect only until March 3, 1933, but it was extended for 
another year before President Hoover went out of office, on Feb- 
ruary 3, 1933 (47 Stat. 795); it was subsequently continued for a 
third year, and authority was given to the President to extend it for 
two additional years by the Act of March 6, 1934 (48 Stat, 398). Un- 
der that authority President Roosevelt extended it to March 3, 1937. 

An ActofMarch i, 1937 (50 Stat. 23) extendeditto June 30, 1939,00 
which date it was extended to June 30, 1941 (53 Stat, 991). On June 
30, 1941, the act was extended to June 30, 1943 (55 Stat. 395). The 
most recent extension was made despite the fact that gold certificates 
were being used as collateral security in an amount greater than all 
Federal Reserve notes outstanding.-' This amendment to the Fed- 
eral Reserve Act further linked the Treasury to the currency of the 
country. 

In order to satisfy to a greater extent the demand for an expansion 
of the currency the Borah-Glass National Bank Note Expansion 
Amendment to the Home Loan Bank Act was passed on July 22, 1932 
(47 Stat. 725). The amendment authorized national banks (which 
are under the jurisdiction of the Treasury Department) to issue na- 
tional bank notes on the basis of all Government bonds carrying an 
interest rate of 3^i percent or less, the circulation privilege having 
previously been restricted to the 2 percent consols and Panama Canal 
bonds. This emergency authority was granted for three years. Un- 

Federal Reserve Board, .-I^pu/a/ Report, p. 36; U.S., Treasur>- Dept., 
Annual Report of the Secretary, ip.?,?, p. 25. 

U.S., Treasury Dept., Annual Report of the Secretary, 1^41, p. 356; for another 
aspect of the Glass-Steagall .Amendment to the Federal Reser\’e Act see p. i46n. 
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der the terms of the law the total amount of national bank notes 

that could be issued was in excess of $900,000,000." 

Federal Reserve authorities looked upon the measure with disfavor . 
It was their contention that there had been no shortage of currency 
and that the new national bank notes would tend to replace other 
forms of currency in circulation, particularly Federal Reserve notes. 
To this extent it was held that the expansion of national bank notes 
would tend to interfere with the control which might be exercised by 
the Federal Reserve System over credit and to increase the Treas- 
ury’s control."" 

The Federal Reserve authorities did not believe that there would 
be any real demand for the new national bank notes, although it was 
recognized that banks might be inclined to make use of the authority 
because of the extra profits. The national banks issuing notes secured 
by 2 percent bonds were realizing an annual profit of about of i 
percent. The margin of profit was increased when it became possible 
to use bonds bearing 3% percent.-"* 

The experience under the Borah-Glass Amendment confirmed the 
opinion of those who had been skeptical about any great benefit result- 
ing. Even after as much as two years had elapsed, the increase in 
national bank notes outstanding totaled less than $200,000,000.- ’ 
A few months before the amendment expired, in July, 1935, the 
Treasury commenced the retirement of all national bank notes, 

ROOSEVELT FURTHERS IDEA OF GOVERNMENT 

INTERVENTION 

The thirties seemed to demand experimentation, especially on the 
part of the Government. Beginning in 1933, Roosevelt responded 
with what has been termed the “New Deal.” The philosophy of the 
New Deal involved a much closer supervision and coordination of 
all branches of business activity through Government agencies. These 
governmental policies at times appeared to favor special-interest 
groups unduly — notably the laborers and the farmers. Evidence of 

22 U.S., Treasury Dept., Annual Report of the Secretary, 1932, p. 32. 

Federal Reserve Bulletin, August, 1932, pp. 475-476. 

24 25 See Appendix VII, below. 

26 On March 11, 1935, the Treasury called for redemption on July i and August i 
of all Government bonds bearing 2 percent interest and having the circulation privilege. 
U.S., Treasury Dept., Annual Report of the Secretary, 1935, pp. 204-206. 
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this partisanship may be seen in the following enactments: National 
Industrial Recovery Act, June i6, 1933 (48 Stat. 195), Agricul- 
tural Adjustment Act, May 12, 1933 (48 Stat. 31), National La- 


bor Relations Act, July 5, 1935 (49 Stat. 449), and Fair Labor 
Standards Act, June 25, 1938 (52 Stat. 1060) which was a substitute 
for the labor provision of the National Industrial Recovery Act. Also 
there was evident distrust of big business, particularly of public utili- 
ties, evidenced by the Tennessee Valley Authority Act, May 18, 1933 
(48 Stat. 58) and the Public Utility Holding Company Act, August 
26, 1935 (49 Stat. 803). The New Deal philosophers stressed the 
needs of the moment, which included fighting the depression and en- 
acting reform policies even if these steps involved throwing over- 
board traditional procedures. The “New Dealers” were not entirely 
consistent in their actions and displayed a fair amount of oppor- 
tunism. For example, they switched to nationalism rather than inter- 
national cooperation during the course of the London Conference of 
1933 --' 


In conformity with the whole philosophy of the New Deal, which 
included credit control as a part of general economic planning, exe- 
cution of the monetary policies designed to bring about “sound eco- 
nomic” conditions were entrusted to the Treasury rather than to the 
Federal Reserve System, partly because it is more closely connected 
with the administration. Also the New Deal monetary measures 
planned to achieve the regulation of the supply of currency and credit 
not through the traditional machinery provided by the Federal Re- 
serve System, but by newly devised Treasury policies. 

Through these policies the Treasury went even more deeply into 
the field of central banking than heretofore. The regulation of the 
currency is considered one of the most important functions of a cen- 
tral bank. Traditionally a central bank is expected to regulate the 
internal credit supply so that the currency may be maintained at par 
with its gold value in the domestic and foreign exchange market. When 
disequilibrium occurs between the domestic and the world price level, 
the former is to be adjusted to meet the latter.^® The Roosevelt 
administration’s attitude has been to reverse the process by giving 
precedence to the domestic price level. Many of the monetary meas- 


=- Sce below pp. 200-231 for discussion of the World Monetary and Economic 
Lonlerence held during the summer of 1933. 

“WillU, The Theory and Fractice of Central Banking, p. 400 
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ures were designed for internal price stability and gave the Treasury 
powers which constituted it the real central bank, 

TREASURY GOLD POLICIES AND THE CURRENCY 

On March 6, 1933, President Roosevelt signed a proclamation un- 
der authority of the Trading-with-the-Enemy Act (40 Stat. 41 1) 
which vested the Executive for wartime or other emergency purposes 
with power to regulate or prohibit transactions in foreign exchange 
or gold and silver and also to prevent the hoarding of silver and gold 
coin, gold bullion, and paper currency.-® In his proclamation the 
President declared a four-day bank holiday, an embargo on the with- 
drawal or transfer for export or domestic use of gold or silver. During 
the holiday banks were not to pay out any coin, bullion, or currency 
or to transact any other banking business whatsoever, except as 
might be permitted by the Secretary of the Treasury. On March 7 
the Secretary of the Treasury issued a regulation that member banks 
should deliver to Federal Reserve banks in exchange for other forms 
of coin or currency all gold and gold certificates held by them.^® The 
same order prohibited the Reserve banks from paying any gold or 
gold certificates to member banks. On March 9, 1933, the Emergency 
Banking Act was passed (48 Stat. i ) which gave the executive branch 
of the Government power to open banks which had been ascertained 
to be in sound condition and to reorganize others. Reopening of the 
banks was handled by the Federal Reserve System, but under the 
supervision of the Secretary of the Treasury. The act confirmed the 
President's emergency powers to control foreign-exchange transac- 
tions, gold and currency movements, and banking transactions. 

The act amended Section ii of the Federal Reserve Act and gave 
authority to the Secretary of the Treasury to call in all gold held by 
individuals and corporations. 

Under Title IV it was made possible to issue bond-secured and 
asset-secured currency through the Federal Reserve banks entirely 
distinct from the gold-secured Federal Reserve notes. Title IV 
amended the Federal Reserve Act to permit the issuance by Federal 
Reserve banks of Federal Reserve bank notes which could be secured 
by direct obligations of the United States Government up to 100 
percent of their value, or by any notes, drafts and bills acquired by 

Federal Reserve Bulletin, March, 1933, p. 113. Ibid., p. 125. 
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the Federal Reserve banks up to 90 percent of their value. It was not 
required that any reserves should be held against these notes. 

The law was more liberal concerning the conditions under which 
Federal Reserve banks were authorized in unusual circumstances to 
make loans to member banks on collateral otherwise considered in- 
eligible. Authority was also given to the Reserve banks to make ad- 
vances to individuals, partnerships, and corporations on notes se- 
cured by Government obligations. 

Under these emergency provisions it was made possible for any 
member bank to meet all demands for currency, provided it had 
sound assets and regardless of the technical eligibility of these assets 
under the Federal Reserve Act. 

On March 10 the President issued an order which prohibited the 
exportation of gold coin, gold bullion, or gold certificates except under 
license issued by the Secretary of the Treasury.^^ Furthermore no 
banking institution could pay out gold coin, gold bullion, or gold 
certificates, except as authorized by the Secretary of the Treasury, or 
engage in any transaction in foreign exchange, except for reasonable 
trading and other personal requirements, for fulfillment of contrasts 
entered into prior to March 6, 1933. 

In the opinion of Leo Pasvolsky of the Brookings Institution, the 
Executive Order of March 10 constituted the formal suspension of 
the gold standard by the United States.^- Mr. Pasvolsky pointed out 
that the order did not result in any substantial depreciation of the 
dollar in foreign exchanges or in more than slight fluctuations in the 
dollar exchange rate. While the United States currency was no 
longer redeemable in gold and free exports were prohibited, it was 
still possible to obtain gold under license for purposes of international 
transactions. While foreign exchange transactions were placed under 
regulation, enough latitude was permitted to allow normal inter- 
national settlements to continue as usual. 

President Roosevelt, on April 5, 1933, issued an order forbidding 
the hoarding of gold.-'*-* All persons were required to deliver on or 
before May i to any Federal Reserve bank, branch, agency, or mem- 

:ii federal Reserve Bulletin, March, 1933, p. 119. 

Pasvolsky, Current Monetary Issues, p. 40; Professors Warren and Pearson, in 
Prices, take the position that the gold standard was suspended internally by the 
proclamation of March 6. which stopped payments in gold. 

Federal Reserve Bulletin, April, 1933, pp. 213-214. 
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ber bank, all gold coin, gold bullion, and gold certificates owned by 
them or coming into their ownership on or before April 28. Member 
banks were to deliver all gold received to the Federal Reserve bank 
of their district. 

Finally, on April 20 the President issued an order which com- 
pletely abandoned the gold standard.^^ To some extent the April 20 
order was a reiteration of the one of March 10 placing an embargo 
on gold exports except under license. The order also authorized con- 
trol by license of transactions in foreign exchange and transfers of 
credit and currency to foreign countries.^^ 

In Mr, Roosevelt’s book On Our Way he explains his motives for 
the April 20 order. He says that while early in April the stocks of 
gold appeared adequate to meet the demands for currency and credit, 
there was some fear that there might be a sudden and uncontrollable 
flight of gold abroad. It was then that he decided with Secretary 
Woodin “to prevent the export of any more gold.” 

In his press conference on April 19 the President referred to an 
article by Walter Lippmann as presenting the best explanation of 
the reasons for his action. The Lippmann article, which had appeared 
the previous day, urged Congress to defend the internal price level 
of the country rather than the external value of the currency. Mr. 
Lippmann said, “No nation has been able to do both. No nation has 
been able to maintain the value of its currency in terms of gold and 
also to stabilize the domestic purchasing power of its currency. A 
choice has had to be made between keeping up prices at home and 
of keeping up the gold value of the currency abroad.” 

The Thomas Inflation Amendment 

Abandonment of the gold standard and approval of the Thomas 
Inflation Amendment formed parts of a program by which the Presi- 
dent hoped to raise the price level. The Thomas Inflation Amendment 

Federal Reserve Bulletin, May, 1933, p. 266. 

Executive orders modifying the system of control of foreign exchange were issued 
on August 28, 1933 (U.S., Treasury Dept., Annual Report of the Secretary, 1^34, p. 
203), and January 15, 1934 {ibid., p. 204). These orders granted blanket licenses for 
all transactions in foreign exchange, transfers of credit and exports of currency other 
than gold certificates, including silver coins. 

Roosevelt, On Our Way, p. 59. 

Roosevelt, Public Papers and Addresses, Vol. II, p. 140. 

3 ® Lippmann, article in New York Herald Tribune, April 18, 1933, p. 15, col. i. 
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formed Title III of the Agricultural Adjustment Act of May 12, 1933 
(48 Stat. 31). The amendment bore the name of Senator Elmer 
Thomas, Oklahoma Democrat, a most persistent inflationist and 
advocate of managed money. 

The Thomas Amendment provided for an expansion of Federal 
Reserve credit, issuance of greenbacks, changes in the monetary 
standard, and acceptance of silver in payment for foreign debts, and 
conferred legal-tender power on all forms of currency/"*^ 

The President was authorized to direct the Secretary of the Treas- 
ury to enter into an agreement with the Federal Reserve Board for 
expansion of the currency and credit through ordinary open-market 
operations or through purchase by the Federal Reserve banks of 
Treasury bills or other United States Government obligations up to 
three billion dollars in addition to those they might then hold. 

If the Secretary of the Treasury could not secure the assent of the 
Federal Reserve authorities to these measures, or if the operations 
were inadequate, the President might direct the Secretary of the 
Treasury to issue United States notes or greenbacks up to three billion 
dollars. This currency would be used to meet maturing Federal obli- 
gations and to purchase Government obligations. The Secretary of 
the Treasury was to retire and cancel annually 4 percent of the 
greenbacks thus issued. 

Provision was made that “such notes and all other coins and cur- 
rencies heretofore or hereafter coined or issued by or under the au- 
thority of the United States shall be legal tender for all debts public 
and private.” Subsequently, in the resolution abrogating the gold 
clause, approved June 5, 1933, the language was made more specific.^® 

Section 43 of the amendment authorized the President to reduce 
the weight of the gold dollar up to 50 percent. The President was 
given the power to fix the weight of the silver dollar at a definite ratio 
with relation to the gold dollar, both nine-tenths fine, “at such amounts 
as he finds necessary from his investigation to stabilize domestic 
prices or to protect the foreign commerce against the adverse effect 
of depreciated foreign currencies.” The President was to provide for 
the unlimited coinage of gold and silver at the ratio so fixed. 

Section 46 of the Thomas Amendment gave the Federal Reserve 


Federal Reserve Bulletin, June, 1933, pp. 336-337; Thomas Amendment is quoted. 
Ibid., p. 338; sec below, p. 199. 
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Board, upon the affirmative vote of not less than five of its members 
and with the approval of the President, power to declare that an 
emergency existed by reason of credit expansion and to increase or 
decrease reserve balances required to be maintained against either 
demand or time deposits during such emergency,^ ^ 

The powers granted the President and the Secretary of the Treasury 
in the Thomas Amendment were far-reaching, but as it turned out, 
they did not take undue advantage of the authority granted them. 
They never used the power to issue United States notes or greenbacks. 
The authority to devalue the dollar was not used until the provision 
was reenacted in amended form in the Gold Purchase Act of January 
30, 1934 (48 Stat. 337). 

Abrogation of the Gold Clause 

The aim of the nevv monetary policy was, not the maintenance of 
» 

the gold standard, but of a “desired general price level.” The abroga- 
tion of the gold clause was the next important step in the develop- 
ment of this policy, A joint resolution providing that all debts, public 
and private, should be satisfied by payment in legal-tender money 
and eliminating the gold clause from Government obligations was 
signed by the President on June 5, 1933.^“ 

The first section of the resolution declared that every obligation, 
past or future, whether with or without a gold clause, “shall be dis- 
charged upon pa3anent, dollar for dollar, in any coin or currency 
which at the time of payment is legal tender for public and private 
debts.” The second section was the amendment to the clause of the 
Thomas Inflation Amendment, making all coins and currencies of 
the United States legal tender for all debts, public and private, public 
charges, taxes, duties, and dues. 

Inasmuch as the resolution was retroactive, it raised a question of 
bad faith on the part of the Government in the repudiation of its 
obligations to pay outstanding securities in gold.^^ Except for the 

If the authorization to increase the reserve percentage required of member banks 
against their deposit liabilities had been used immediately, excess reserves would have 
been diminished and the possibilities of a credit inflation reduced. These powers were 
not used until the Act of August 23, 1935 (49 Stat. 703) ; see below, pp. 218-222. 

Federal Reserve Bulletin, June, 1933, p, 338; Public Resolution No. 10, 73d Cong., 
ist Sess. Quoted in 48 Stat. 112. 

The use of the gold clause in contracts was adopted by the Federal Government 
in 1910. The act of February 4, 1910, provided that “any bonds and certificates of 
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Treasury bills, virtually the entire public debt of the Government, 
which, at the time of the abrogation of the gold clause stood at about 
$2 2,000,000,000, was by contract payable in gold."*^ 

The adoption of the policy was a natural accompaniment to other 
steps taken by the Government. The suspension of the gold standard 
(April 20, 1933, Executive Order) had made it impossible to pay in 
gold coin. 

The adoption of the resolution was regarded by the Secretary of 
the Treasury as strengthening its drive against hoarding and as tend- 
ing to eliminate uncertainties in business. The placing of the old gold 
clause and new legal-tender obligations on the same footing with re- 
spect to payment was considered highly desirable.*'* 

A World Monetary and Economic Conference had been sum- 
moned to meet at London on June 12, 1933, to consider means of 
restoring international trade and international currency stability. 
President Roosevelt was chiefly responsible for fixing the date June 
12, 1933, for the convening of the conference.^® Some of the lead- 
ing nations would have preferred further delay. They were given 
to understand that the President was ready to join in a program of 
international cooperation. In the beginning it appeared that Mr. 
Roosevelt was very anxious that this conference should succeed, espe- 
cially in establishing the international gold standard,'*’ However, it 
soon became obvious that attempts to solve international problems 
were bound to conflict with domestic recovery. President Roosevelt 
concentrated on domestic recovery and felt that raising domestic 
prices and a free hand in controlling the value of the dollar in for- 


indebtcdness of the United States, hereafter issued, should be payable, principal and 
interest, in United States gold coin of the present standard of value” (36 Stat. 19a). 
This policy was reiterated in the Second Liberty Bond Act, under which wartime as 
well as post-u’ar obligations have been issued (40 Stat. 288). There was no specific re- 
quirement for the payment in gold in the case of Treasury bills, which had been 
issued under an Act of June 17, 1929 (46 Stat. 19). 

U.S., Treasury Dept., Annual Report oj the Secretary, /pjjj, p. 7. 

Statement of Secretary Woodin on May 26, 1933, upon the introduction of the 
resolution to Congress quoted in the Federal Reserve Bulletin, June, 1933, P- 333. 

•“^The New York Times, March 17, 1933, p. 11, col. 4, reported that President 
Roosevelt in conversation with the British. French, and German ambassadors urged 
the fixing of the earliest possible date for the World Conference. 

President Roosevelt had issued the following statement as early as May 6, 1933: 
“We are in agreement that a fixed measure of exchange values must be reestablished in 
the world, and we believe that this measure must be gold.’* Quoted in Pasvolsky, 
Current Monetary Issues, Appendix B, Part III, p. 156. 
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eign trade v/ere of prime importance in achieving his aim. Therefore, 
on July 3, 1933, he dispatched a wireless message to the conference: 
“The sound internal economic system of a nation is a greater factor 
in its well being than the price of its currency in changing terms of the 
currencies of other nations.” The President's statement indicated 
that the administration intended to focus more attention on domestic 
affairs than on international economic relations. This marked the 
turning point in the shaping of Mr, Roosevelt’s monetary policies. 
The President definitely committed himself against the restoration 
of an inflexible international gold standard and in favor of a manage- 
ment of the currency which would give preference to domestic con- 
siderations. The President’s repudiation of a proposed agreement for 
an international stabilization of currencies was the cause of the col- 
lapse of the conference. The shattering of plans for international sta- 
bilization meant that other nations had no alternative but to perfect 
systems of currency management. While the development of currency 
systems managed by the Treasury on a nationalistic basis might 
have been checked at the time of the London Conference in 1933, 
monetary events in the succeeding years, devaluation of the dollar 
and the stabilization fund, made such action increasingly difficult.'*^ 

Banking Act of June 16 ^ iqjj 

While the framers of the Banking Act of 1933 (Senator Glass and 
Representative Steagall) did not have in mind the linking of powers 
over banking with economic planning, except as a defense against ad- 
verse conditions, the provisions of the law paved the way for the 
subsequent extension of authority to facilitate monetary manage- 
ment.^® 

The Act helped to make possible easy money conditions. Section 7 
prohibited the payment of interest upon demand deposits by member 
banks of the Federal Reserve System and gave the board authority 
to limit the rates of interest paid on time and savings deposits. Sec- 

^®The New York Times, July 4, 1933, p. i, col. 8; the President’s views were in 
harmony with those of John Maynard Keynes, British economist, whose theories 
were out of harmony with policies of his own government (Fisher, Stable Money, 
p. 358). Mr. Keynes contended that the attainment of internal price stability through 
a managed currency system was preferable to external price stability though a gold 
standard (Keynes, Essays in Persuasion, pp. 244-270). 

Crawford, Monetary Management under the New Deal, pp. 50-66. 

Ibid., p. 1 16. 
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tion 12 A gave a statutory basis to an existing open-market committee 
which consisted of one representative of each of the twelve Federal 

Reserve banks. 

The Federal Reserve Board was authorized to prescribe regula- 
tions for the conduct of open-market operations, and its members 
were privileged to sit with the committee. The board continued to 
be without authority to initiate open-market operations. 

With respect to relations with foreign central banks, which were 
to become important in the stabilization of foreign exchange, the 
board was given complete control. 

The numerous restrictions and control devices set up in the act 
for the purpose of preventing the improper use of banking funds in 
speculation helped to pave the way for currency management. The 
various provisions in Sections 20 and 21 relating to bank loans were 
intended to (i) control and limit brokers^ loans, (2) to restrain the 
diversion of bank funds to an undue degree into direct loans upon 
securities, and (3) to prevent speculative market loans by corpora- 
tions engaged in industrial or business enterprises. 

Provisions in Sections 22 and 24 for the divorcement of security 
affiliates from banks, the regulations of group banking, and a strength- 
ening of the capital structure of banks tended to increase the Gov- 
ernment’s power, although it did not in all instances promote the flex- 
ibility of control desirable for monetary management. 

The Federal Reserve Board, which at the time of the passage of the 
act was not dominated by “New Dealers,” expressed sympathy with 
its purpose to strengthen the supervision of the Government over 
general credit conditions, but thought that restrictions upon the char- 
acter of loans and investments might impede business recovery.®^ 

The Banking Act of 1933 did not give as much power to the Presi- 
dent and the Secretary of the Treasury over monetary problems as 
had other important laws enacted during the Roosevelt Administra- 
tion. However, it was this act which directed Roosevelt advisers 
toward a further revision of banking law's to facilitate monetary man- 
agement. 

Federal Reserve Bulletin, April, 1932, pp. 206-225; for Banking Act of 1933, see 
Federal Reserve Bulletin, May, 1933, pp. 385, 401. 

'’-Crawford, Monetary Management under the AVtc Deal, p. 118. 
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Gold Purchase Plan 

One of the methods devised for monetary control was the Gold 
Purchase Plan. On April 20, 1933, the United States had definitely 
abandoned the gold standard. Professor Warren, one of the Presi- 
dent’s favorite advisers, attributed the steady rise in commodity 
prices to that phenomenon. The next step in the monetary program 

Table XVII 

V^HOLESALE COMMODITY PRICE INDICES FOR 

THE YEAR 1933“ 

Base Year is 1926:= 100 


Month 

Index 

Month 

Index 

January 

61.0 

July 

68.9 

February 

59-8 

August 

69-5 

March 

60.2 

September 

70.8 

April 

60.4 

October 

71.2 

May 

62.7 

November 

71.I 

June 

65.0 

December 

70.8 


^Federal Reserve Bidletin, February, 1934, p. 138. 


was to maintain the advance in prices. Professor Warren advo- 
cated further depreciation of the dollar and further stimulation of 
commodity prices by the manipulation of the price of gold. 

The President announced his new plan in a radio speech on Octo- 
ber 22, 1933.^"' He believed international stability should be sacrificed 
for measures designed to bring about stability of the domestic price 
level. This was a reiteration of the statement in his message to the 
London Conference in July.^*^ In his opinion, the dollar was alto- 
gether too greatly influenced by the accidents of international trade, 
by the internal policies of other nations, and by political disturbance 
in other continents. Therefore the United States should take firmly 
in its own hands the control of the gold value of the dollar in order 
to prevent dollar disturbances from causing a deviation from the ulti- 
mate goal, which was the continued recovery of commodity prices. 

Dr. George F. Warren, professor of farm management at the Agricultural College 
of Cornell University, had for many years studied money and prices with special 
relation to agriculture. See below, pp. 204-205 for discussion of the Warren theories. 

See Table XVII, above. 55 p 

56 See above, pp. 200-201. 
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As an affective means to this end he established a Government market 
for gold in the United States. The President authorized the Recon- 
struction Finance Corporation/^ under the Executive order of Octo- 
ber 25, 1933,"’® to buy gold newly mined in the United States at prices 
to be determined by consultation with the Secretary of the Treasury 
and the President. Whenever necessary the corporation shall buy or 
sell gold in world markets. 

The President indicated in the radio speech of October 22 that this 
policy was to be used not merely to offset a temporary fall in prices 
but also as a move toward a managed currency. 

The Reconstruction Finance Corporation paid for the gold with 
its own notes. The authority of the corporation to buy gold was ques- 
tioned, and consequently the Treasury took over the purchase of gold 
on January 15, 1934.®'’ On January i, 1934, Mr. Morgenthau, former 
governor of the Farm Credit Administration, had been appointed 
Secretary of the Treasury, and he was sympathetic to the Warren 
theories. 

Under the old gold standard the seller of gold received in pay- 
ment gold coin or gold certificates which soon found their way into 
bank reserves. Under the 1933 plan Reconstruction Finance Cor- 
poration notes (later Treasury notes) were issued to obtain money 
to buy gold. Thus the Treasury was sterilizing gold just as if it had 
raised commercial bank reserve requirements, which is a central 
banking power. Undoubtedly, the purpose of the gold purchase policy 
was inflationary, but the method of purchase prevented the rise in the 
gold stock from increasing member bank reserves. 

Warren Theories 

The gold purchase policy was based upon the Warren theory that 
the supply of and demand for gold were the most important consider- 
ations in the movement of commodity prices.®’ Professor Warren con- 
tended that prices were not dependent exclusively on the supply and 
demand for a particular commodity, but that four variables were to 

57 See above, p. 191, for discussion of the activities of this corporation. 

Federal Reserve Bulletin, November, 1933, p. 674; U.S., Federal Reser\*e Board, 

Annual Report, /033, p. 327 - 

50 Roosevelt, On Our U oy, p. i 74 - 

"■■ou.S., Treasury Dept., Annual Report of the Secretary, igy4, p. 27. 

01 The Warren theories are elaborated by Warren and Pearson in Prices. 


GOLD POLICIES 


205 


be considered, not two. A high price might be due to a short supply 
of the commodity or to a high demand for it, or it might be due to a 
large supply of the commodity used as money or to a low demand for 
it, or it might be due to some combination of these variables.^- The 
fact that payment might be made by check or paper currency did not 
alter the importance of gold, for gold was the basis of the credit and 
monetary structure and the unit in which the value of currency was 
expressed. 

According to that theory, price was the ratio between two values — 
the value of the commodity and the value of gold. Consequently, “if 
gold stocks increased more rapidly than other things, prices rose. If 
they increased less rapidly, prices fell.” 

Professor Warren subscribed to the theory of Professor Gustav 
Cassel, of Sweden, that monetary gold stocks should increase by ap- 
proximately the same amount as the production of commodities in 
order to maintain a stable price level. Professor Warren contended 
that world gold production since 1915 had not increased fast enough 
to maintain a stable price level with a normal increase in business and 
normal demand for gold. The great rise in prices was due to the fact 
that most of the gold-using countries had ceased to use gold. When 
the world began to bid frantically for gold, after its return to the 
gold standard following World War I, the value of gold rose and com- 
modity prices collapsed. 

The depression, according to Professor Warren, “was not a busi- 
ness cycle, was not due to extravagant living, unsound business prac- 
tices, overproduction, increased efficiency or lack of confidence. In- 
stead it was due to a high demand for gold following a period of low 
demand for gold.” On the basis of these ideas Professor Warren 
contended that the proper step was to devalue the dollar by reducing 
its gold equivalent, which process had the effect of increasing in terms 
of dollars the monetary gold stocks exercising a dominant influence 
upon commodity prices. 

Without a readjustment of the relationship between currency and 

Warren and Pearson, Prices, p. 112. p. 81. 

Cassel, The Theory of Social Economy, p. 442; Cassel has shown that for the 
period 1850-1910 “The main cause of the secular variations of the general price level 
lies in the changes of the relative gold supply.” He indicates that the gold supply 
must increase about 3 percent annually to maintain stable prices; Warren and Pearson, 
Prices, pp. 82, 96. 

Ibid., p. 90. Ibid., p. 125. Ibid., p. 171. 
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gold, steadily declining prices were inevitable.®® Furthermore, Pro- 
fessor Warren maintained that a country off the gold standard might 
have any price level it desired by manipulating the gold value of its 
currency.®® His contention was that an increase of 75 percent in the 
price of gold would eventually insure a return to the 1926 price 
level and that an increase of 100 percent would result in a price level 
somewhat higher than in 1926.'^® 

A 75 percent increase would have meant a price of $36.17 per 
ounce, while an increase of 100 percent would have meant $41.34 per 
ounce."^^ A 75 percent increase in the price of gold would be equivalent 
to a 43 percent reduction in the gold content of the dollar which under 
the old law contained 23.22 grains of gold."^- A 100 percent increase 
would be equivalent to a 50 percent reduction in the gold content, 
the limit possible under the authority granted originally to President 
Roosevelt in the Thomas Amendment and incorporated subsequently 
in the Gold Reserve Act of 1934 (48 Stat. 337). 

Gold Reserve Act of igj4 

After ten months of experimentation the Administration, in Jan- 
uary, 1934, advocated the adoption of a quasi-gold standard under 
conditions intended to facilitate management of the currency. Author- 
ization for the new monetary system was contained in the Gold Re- 
serve Act, which was signed by the President on January 30, 1934. 
The act gave the President many powers; among them was the power 
to change the gold content of the dollar and the power to influence 
foreign exchange through a stabilization fund.^® 

Section 2 vested title to all monetary gold stocks in the Treasury. 
It transferred all gold held by the Federal Reserve banks to the Treas- 
ury in exchange for gold certificates. The Federal Reserve banks were 
authorized to maintain reserves of gold certificates instead of gold 
against Federal Reserve notes. 

Section 5 stated that no gold should thereafter be coined, tliat no 

Ibid., p. 176. Ibid., p. no. Ibid., p. 174. Ibid. 

Under the old law 23.22 prains of gold were valued at $20.67. With a 75 percent 
increase in the price of the gold, the value is $36.17 ($20.67 X 1-73). Gold valued at 
$36.17 should contain under the old law 40.635 prains {23.22 X 1.75). Gold valued at 
$36.17 and containing only 23.22 prains resulted in a 43 percent devaluation of the 
dollar, because the dollar contained only 57 percent (23.23 -- 40.635) of the grains 
which it should have. 

’*U.S., Treasury Dept., Annual Report of the Secretary, ipj.;, pp. 189-194, wherein 
the Gold Reserve Act is quoted. 
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gold should be paid out or delivered by the United States, and that 
all coin then in circulation should be withdrawn and formed into bars. 
It was made possible to release gold bars to pay foreign balances and 
for industrial, professional, and artistic uses. 

Section 7 provided that in the event of a reduction in the weight 
of the gold dollar the resulting increase in the value of gold should be 
taken into the Treasury as a miscellaneous receipt. In the event of a 
subsequent increase in the weight of the gold, the resulting decrease 
in gold reserves for United States notes, Treasury notes, and gold 
certificates would be compensated by transfers of gold bullion from 
the general fund. 

Section 9 authorized the Secretary of the Treasury to purchase 
gold in any amount at home or abroad at such rates and upon such 
terms and conditions as he deemed most advantageous to the public 
interest, all such gold to be included as an asset in the general fund 
of the Treasury. The Secretary of the Treasury was permitted to sell 
gold in any amount at home or abroad, but sales from the reserves 
or security for currency were to be made only to the extent necessary 
to maintain the currency at a parity with the gold dollar. 

Section 10 set up a Stabilization Fund with $2,000,000,000 out of 
the gold profit accruing from the devaluation of the dollar. Through 
this fund authority was given to the Secretary of the Treasury “to deal 
in gold and foreign exchange and other instruments of credit and 
securities” as a means of stabilizing the exchange value of the dollar. 
Purchase of Government securities by the fund, as well as of gold, 
silver, and foreign exchange, was provided. 

Section 12 provided a 60 percent upper limit for the devaluation of 
the dollar. 

Section 19c, added at the request of the Treasury, granted authority 
to issue gold certificates against any unobligated gold held by the 
Treasury. By this provision it was possible to convert all free gold in 
the Treasury, including the gold profit, into currency by the simple 
process of depositing gold certificates with Federal Reserve banks. 
The Treasury might spend the gold by drawing checks on the accounts 
in the Federal Reserve banks created from the gold certificates. The 
checks, when deposited in member banks, would contribute to their 
reserves. Such action made possible a pyramiding of reserves and in- 
creased the dangers from excess reserves. 

The act was criticized by Professor E. W. Kemmerer, of Princeton 
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University, Dr. Benjamin M. Anderson, Jr., then economist of the 
Chase National Bank, of New York, and the late Professor H. P, 
Willis, of Columbia University among others.'^^ They were particu- 
larly concerned over the vesting of powers in the Secretary of the 
Treasury in connection with the operation of the Stabilization Fund. 
The use of this fund would have effects similar to open-market opera- 
tions of Federal Reserve banks and might tend to nullify Federal 
Reserve credit-control policies. Furthermore, open-market operations 
have long been considered the province of a central bank rather than 
of the Government Treasury. Expenditures from the fund would add 
to excess reserves of member banks, thereby creating an instrument 
of inflation. 

It was the work of such men as Senator Carter Glass which resulted 
in the placing of time limits upon the use of the Stabilization Fund and 
upon the exercise of the President’s authority to change the gold con- 
tent of the dollar. In both cases it was provided that the authority 
should continue for two years, and permission was granted to the 
President to extend the powers for one additional year."^^ 

In the President’s message to Congress on January 15, 1934, he 
gave a comprehensive explanation of some of the provisions incorpo- 
rated in the Gold Reserve Act.^*^ Experience has shown, he said, that 
the free circulation of gold coins was unnecessary, led to hoarding, and 
tended to a possible weakening of national financial structures in times 
of emergency. The transfer of gold was essential only for the payment 
of international trade balances. Therefore it was wise to vest title to 
and possession of all monetary gold in the Government and keep it in 
bullion rather than in coin. He also proposed the setting up of the 
$2,000,000,000 fund out of the gold profit accruing from the devalua- 

U.S., Conerc??, Senate. Committee on Banking and Currency, 73d Cong., 2d Scss., 
Hecrhi^a on the Gold Reserve Act, p. 232. 

Section IOC. 48 Stat. 337. On January 10, 1036. shortly before the expiration of a 
two-year period following the enactment of the Gold Reserve \ci. President Roosevelt, 
by proclamation, extended for a third year the two sections which were not permanent 
law (U.S., Treasury Dept., Annual Report of the Secretary, p. 269). By this 

action the Stabilization Fund and the President’s authority to change the goM content 
of the dollar were continued to January 30, 1937. On January 23. 1937 (50 Stat. 4), 
a law was passed extending the Stabilization Fund and the President’s authority to 
change the gold content of the dollar until June 30, 1939. On July 6, 1939 (53 Stat. 
998), a similar law was passed to be effective until June 30, 1941. On the latter date, 
the law was extended until June 30, 1943 (55 Stat. 395). 

U.S., Congress, Congressional Record, 73d Cong., 2d Sess., p. 643. 
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tion of the dollar, the fund to be handled by the Secretary of the 
Treasury to promote stability in foreign exchange rates. He asserted 
that under the Thomas Inflation Amendment (48 Stat. 31) he was 
authorized to reduce the gold content of the dollar by a maximum of 
50 percent: careful study had led him to believe, he indicated, that 
any revaluation at more than 60 percent would not be in the public 
interest. 


Devaluation of the Dollar 

Devaluation promptly followed the enactment of the Gold Reserve 
Act. On January 31, 1934, the President signed a formal proclamation, 
under which the new dollar contained 13.71 grains of gold, nine-tenths 
fine, instead of 23.22.^^ The reduction amounted to 59.06 percent.*^ 
The proclamation asserted that the new weight of the gold dollar, as 
fixed therein, was necessary “in order to stabilize domestic prices and 
to protect the foreign commerce against the adverse effect of de- 
preciated foreign currencies.” On January 30, 1934, the Secretary of 
the Treasury announced that beginning February i, 1934, all gold 
tendered to the Government would be bought by the Treasury at 
$35 an ounce, which was equivalent to a 59.06 percent devaluation 
of the dollar.'^® The $35 announced price represented an increase of 
about 69 percent from the former century-old price of $20.67. 

By the act of devaluation there accrued to the Treasury a profit 
representing the difference between the value of all monetary gold 
stocks of the United States at the former price of $20.67 the new 
price of $35 an ounce. The daily statement of the Treasury of January 
31, 1934, showed gold assets, including gold deposited by the Federal 
Reserve banks in connection with the issuance of gold certificates, to 
an amount of $4,034,867,780.67. On February i, 1934, the daily state- 
ment showed gold assets amounting to $7,018,263,925.70. Under 
miscellaneous receipts in the general fund of the Treasury was a new 
item “increment resulting from a reduction in the weight of the gold 
dollar” amounting to $2,805,516,060.87. 

U.S., Treasury Dept., Annual Report of the Secretary, 1^34, p. 28. 

^®This was the first substantial change since the Act of June 28, 1834 (4 Stat. 699), 
which set the price of gold at $20.67. Congress, on April 2, 1792 (i Stat. 246), set the 
price of gold at $19.39 per ounce. 

Federal Reserve Bulletin, February, 1934, p. 69. 
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Of the amount of the profits credited to the Stabilization Fund only 
$2 00,000,000 has been used.^® The process by which the gold was 
used included the issuance of gold certificates against it, their deposit 
with a Federal Reserve bank, and the drawing of checks against the 
account thus created. 

THE TREASURY AND FOREIGN EXCHANGE 

Capital Movements before Stabilization Funds 

Stabilization funds are merely new agencies for performing the old 
task of offsetting international capital movements. Credit tends to 
expand in the country receiving gold and to contract in the one losing 
the metal thereby affecting prices and interest rates in such a way as 
to stop the movement. As the years passed, central banks discovered 
more refined techniques to reduce gold movements, such as changing 
the bank rate and open-market operations. 

Gold imports are usually attracted by high interest rates and low 
prices. In 1933 and especially after 1933 short-term funds were no 
longer primarily influenced by bank rates and price levels, but rather 
by political and economic considerations. Necessarily, therefore, they 
ceased to correct dislocations in the money market of price structure. 
On the contrary, these movements of funds tended to call attention to 
the lack of confidence in the political and economic situation of the 
gold-exporting country and thereby increased the export of gold.®^ 

Stabilization Fund 

Under Section 10 of the Gold Reserve Act (48 Stat. 337) Congress 
authorized the use of $2,000,000,000, of gold profit from devaluation 
of the dollar in a fund to stabilize the exchange value of the dollar 
and to provide resources for further gold dealings. The fund was to be 
operated by the United States Treasury.®- Since the fund was com- 

®oU.S., Treasury Dept., Daily Statement of the United States Treasury, April 27, 
1934 - 

Gayer, Monetary Policy and Economic Stabilization, p. 28. 

Theorists of the type of Professor Willis saw the danger that the Federal Reser\’e 
System might cease to be a central bank in its own right and recommended that the 
Federal Reserve Open Market Committee conduct the stabilization operations. Further- 
more, he pointed out that “currency stabilization” is a function of a central bank, 
not the Treasury Department. See U.S., Congress, Senate, Committee on Banking 
and Currency, 73d Cong., 2d Sess., Hearings on the Gold Reserve Act of 1934, p. 232. 
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prised of gold, it could be used to offset capital outflow, but not capital 
inflow. The latter would continue as long as the Treasury, as part of 
its regular activities, was buying all gold offered at $35 an ounce. 

Stabilization funds may consist of and will eventually consist of 
gold, foreign exchange, domestic currency, or any combination of 
these. The British fund, known as the Exchange Equalization Account, 
was established in April, 1932, seven months after Great Britain 
abandoned the gold standard, September 21, 1931.^'* Its purpose was 
to prevent excessive fluctuations in foreign exchanges. Instead of gold, 
with which the American fund started, the account was supplied with 
Treasury bills which could be sold for sterling with which to buy 
foreign exchange or gold. This device had the merit of making it pos- 
sible to keep gold which had been accumulated by the account from 
influencing internal credit conditions. In effect gold held by the ac- 
count was sterilized, but it could be shifted to the Bank of England 
when desired. From this standpoint, the British plan has been re- 
garded as having an advantage over the American scheme, under 
which the use of gold has meant an increase in reserves of the banking 
system. If central banks had a sufficiently large portfolio of securities, 
this result could also be achieved by open-market operations, long 
considered a central banking function. 

It was soon discovered that a fund which consists exclusively of 
gold, such as the American fund at its inception, can offset a tendency 
to overvalue our currency by being used to buy gold and sell dollars 
abroad. Since it did not have dollars, it was necessary to deposit gold 
certificates issued against its gold holdings with the Federal Reserve 
banks and thereby create a dollar balance available in any form of 
currency. But adding gold certificates to the holdings of the Federal 
Reserve banks increases their funds available as reserve for credit 
extensions. The Stabilization Fund thus goes beyond its sphere of 
international currency relations and makes a domestic credit inflation 
possible.®^ The fund can insulate the internal credit system against 
internal influences as long as its working balance lasts. In the Ameri- 
can fund the amount of gold available is limited, but the amount to 
which domestic currency may be issued is unlimited, since Govern- 

Beckhart and Hyslop, The Gold Problem, p. 21. 

Waight, The History and Mechanism of the Exchange Equalization Account, p. 8. 

Crump, “Development of Exchange Funds,” Lloyds Bank, Lid., Monthly Review, 
(January, 1937), Vol. VIII p. 8. 
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merit obligations may take the place of the required gold and 
commercial paper collateral for Federal Reserve notes for three 
years.®® 

In reality the purpose of the American fund was, not to iron out 
short-term fluctuations and to offset capital movements, but rather 
to make and keep effective the desired degree of dollar depreciation 
and to give the Government manipulatory powers over the foreign 
exchanges. The fund, as established by the Gold Reserve Act, could 
not fulfill any of these objectives without influencing the internal 
credit base. Exchange stability could not be secured as long as the 
fund had no dollars to sell in foreign markets. To secure dollars, it 
had to deposit its gold with the Federal Reserve banks, thus adding to 
the gold reserves of the Federal Reserve banks. Expansion of these 
reserves by $2,000,000,000, the balance in the Stabilization Fund, was 
possible. If the whole amount had been deposited, the result would 
have been similar to gold imports. 

The use of the Stabilization Fund was first officially mentioned on 
February 1 1, 1935, when the Secretary of the Treasury disclosed that 
its operations had served to maintain stability of the dollar.®" De- 
tailed information as to operations of the fund was made public offi- 
cially for the first time early in 1939. WTiile the fund had been in 
existence for five years, little was known of its status until Secretary 
Morgenthau appeared before the House Committee on February 28, 
March 3, and March 7, and before the Senate Committee on March 2, 
1939, in connection with legislation for the extension of the President’s 
monetary powers.®® Secretary Morgenthau made public at that time 
balance sheets of the fund as of June 30 and December 31, 1938, 
together with information as to earnings, investments, and adminis- 


®®Thc Glass-Stcagall Act of February 27, 1932 (47 Slat. 56); the Act of February 
3. 1933 (47 Stat. 795), extended these provisions as did the Act of March 6, 1934 (48 
Stat. 398). The Presidential Proclamation of February 14, 1935, extended the period 
for two years. The Act of March i, 1937 (50 Stat. 23), set the terminal date at June 
30, 1939. The Act of June 30. I939 (53 Stat. 991). provided for a two-year extension, 
as did the Act of June 30, 1941 (55 Stat. 395)* See pp. 145-146, 191-193. U.S,, 
Treasury Dept., Annual Report of the Secretary, 1941, p. 356. 

U.S., Treasury Dept., Annual Report of the Secretary, /p35, p. 265. 

U.S., Congress, House, Committee on Coinage, Weights and Measures, 76th Cong., 
ist Scss., Hearings on the Act of July 6, 1939, February 28 to March 23, 1939, and 
U.S., Congress, Senate, Committee on Banking and Currency, //carings on the Act of 
July 6, 1939, March 2 to March 18, 1939. 
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trative expenses. He announced that he would make public similar 
statements each quarter of the year. Since Congress, on July 6, 1939 
(53 Stat. 998), enacted a law extending the President’s power to de- 
value the dollar and the Stabilization Fund until June 30, 1941? 
on the latter date, Congress again extended the provisions until June 
30, 1943 (55 Stat. 395) Congress must have been satisfied that the 
Stabilization Fund helped to promote stability of exchange in the 
absence of an automatic international gold standard. The only change 
in the existing law applying to the Stabilization Fund was the require- 
ment that the annual audit for the information of the President be 
made available to Congress. (Section 2 of the Act of July 6, 1939? 
53 Stat. 998). 

Mr. Morganthau said, 

The purpose of the Fund is to stabilize the exchange value of the dollar. 
In carrying out this purpose, the Fund undertakes a variety of operations. 
Sometimes, it is called upon to prevent violent fluctuations in exchange rates 
induced by political developments which cause flights of capital from one 
country to another. 

In speaking of the Czechoslovakian crisis he said, 

If there had been no Stabilization Fund, the dollar exchange would have 
fluctuated so violently as to disrupt our trade. International chaos might 
have ensued. . . . 

The Stabilization Fund is, under present conditions, a potent instrument 
for the protection of our stake in world trade and of every American producer 
who competes in the American market with foreign producers. The only 
persons in the United States who can possibly be injured by the operation 
of the Stabilization Fund are speculators in foreign exchange. Whereas the 
business man needs stability in exchange, the speculator thrives on exchange 
fluctuations. Any business man who has had to deal in foreign currency 
knows that the dollar is the most stable and the soundest currency in the 
world today. The Stabilization Fund has been an important and essential 
instrument in maintaining that stability.®^ 

While the law creating the Stabilization Fund permits the purchase 
of Government securities without restriction (Gold Reserve Act 
Section lob; 48 Stat. 337), it was denied by Secretary Morgenthau 
that this had been done at any time for the purpose of supporting the 

U.S., Congress, House, Committee on Coinage, Weights and Measures, 76th Cong., 
ist Sess., Hearings on the Act of July 6, i939, P- 3- 
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market. Treasury bonds were bought to provide earnings for the 
fund,®® 

Again in a statement before the Senate Committee on Banking and 
Currency on June 13, 1941, in support of a bill to extend the powers 
of the Stabilization Fund, the Secretary declared that the fund had 
proved its value during years of unparalleled crises and stated that 
“we are going forward into times of even greater peril. We are in 
the midst of many systems of currency and exchange controls. Some 
are operated with no friendly intent toward the United States. Our 
Stabilization Fund is a potent weapon of defense in our international 
economic relations. . . . Economic warfare as well as military war- 
fare, is being waged on all sides of us. There is no certainty that even 
with peace, these aggressive economic instruments will be abandoned 
by other countries. Nobody can say what kind of international econ- 
omy will emerge from this war. But it would surely be unwise, if we 
chose this time to let speculators and foreign governments determine 
the exchange value of the dollar.” 

Opposition to the continuance of the Stabilization Fund and of the 
President’s authority to change the value of the dollar was strongly 
in evidence during the hearings held in connection with the Act of 
July 6, 1939. The witnesses on behalf of the Economists’ National 
Committee on Monetary Policy were not agreed on the merits of the 
Stabilization Fund, one of them contending that it was unnecessary 
and might properly be abolished. 

Even if Mr. Morgenthau’s viewpoint is accepted, namely, that the 
Stabilization Fund should be continued because it helps maintain 
stability in the exchange value of the currency, which is a central 
banking function, it follows that control over the Stabilization Fund 
belongs in the hands of the Federal Reserve System, not in the Treas- 
ury Department. However, the Fund has been and probably will 
remain under the control of the Treasury Department because of the 


U.S., Congress, Senate, Committee on Banking and Currency, 76th Cong., ist 
Sess., Hearings on the Act of July 6, /pjp, p. 32. 

U.S., Treasury Dept., Annual Report of the Secretary, 1941, p. 53. 

Testimony of Professor Walter E. Spahr, New York University, ibid., pp. 60-S9; 
Professor Frederick A. Bradford, Lehigh University, before the House Committee, on 
Coinage, Weights and Measures, 76th Cong., 1st Sess., Hearings on the Act of July 
> 939 , PP- 97-J2i; and Professor B: H. Beckhart, Columbia University, before the 
House Committee, i6id., pp. 124-157. Professor Beckhart favored the abolition of the 
Stabilization Fund and the use of the gold as a reserve for United States notes and 
silver certificates. 
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present-day movement for greater governmental intervention in 
economic affairs. 


Tripartite Agreement 

On May 13, 1935, Secretary Morgenthau extended an informal 
invitation to foreign nations to join in a movement for stabilization 
of currencies. This policy appears to be inconsistent with the Gov- 
ernment’s position established during the London Conference in 1933. 
However, in a statement issued on September 25, 1936, announcing a 
tripartite agreement by the United States, Great Britain, and France 
concerning the stabilization of currencies, Mr. Morgenthau reserved 
the right to give precedence to domestic considerations over inter- 
national stability. This attitude was in accord with that established 
during the London Conference, but it indicated that the United States 
was more ready to believe that international stability would be bene- 
ficial to the internal economy of the United States. 

The text of the Secretary of the Treasury’s invitation states. 

The Government of the United States must, of course, in its policy toward 
international monetary relations, take into full account the requirements 
of internal prosperity, as corresponding considerations will be taken into 
account by the governments of France and Great Britain; it welcomes this 
opportunity to reaffirm its purpose to continue the policy which it has pur- 
sued in the course of recent years, one constant object of which is to main- 
tain the greatest possible equilibrium in the system of international ex- 
change and to avoid to the utmost extent the creation of any disturbance 
of that system by American monetary action.'*'^ 

The tripartite agreement remained in operation until the outbreak 
of the World War II, although no break occurred in relations be- 
between the United States and the other parties to the agreement con- 
cerning control of exchange and gold transactions. 

Operations connected with the control of foreign exchange and 
gold transactions belong to the field of central banking. The Federal 
Reserve System, not the Treasury Department,- was the proper agency 
for supervision of the activities under the Tripartite Agreement. 

03 Radio Address of May 13, 1935, quoted in U.S., Congress, Congressional Record, 
76th Cong., ist Sess.; pp. 7447-7449. 

0* Federal Reserve Bulletin, October, 1936, p. 759 - 


05 Ibid. 
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GOLD CONCENTRATION IN THE UNITED STATES 

About the time of the passage of the Gold Reserve Act of January 
30, 1934/"' attention of the Treasury was intensively directed to the 
monetary effects derived from the concentration of gold in the United 
States. The immediate monetary effects included the rise in excess 
reserves/' the increase in commercial bank deposits, declining rates of 
interest, and the change in the composition of bank portfolios. The 
future monetary problems included the possibility of further credit 
expansion, the threat of inflation, and change in the form of the gold 
standard.'*^ 

It should not be inferred from the selection of the Gold Reserve 
Act that the increase in the price of gold was mainly responsible for 
the increases in gold holdings. Although it played a role of great im- 
portance, there were other factors of some significance. Other factors 
contributing to the increase in the gold stock included imports (gold 
from mines, from reserves of central banks and governments, from 
private hoards, and from the return of scrap and coins abroad) and 
domestic production, gold acquired under the gold-buying program 
of 1933/*' and purchase of domestic scrap gold.’*'^ 

The How of gold to the United States was caused by the devaluation 
of the dollar, the development of political tensions and fears, and the 
needs of rearmament. The devaluation of the gold dollar and the 
establishment of a fixed price for gold were the first factors which 
stimulated gold importation. Devaluation tended to encourage the 
export trade of the United States. It induced Europeans to repay 
.American indebtedness, and it led to a repatriation of American 
capital. The establishment of a fixed price at which the Govern- 
ment would buy gold eliminated the element of risk which the place- 
ment of funds here might involve. 

The second factor which gave rise to a demand for dollars or to a 
flow of gold to this country was the influence of internal political crises 

This ;\ct (4S Slat. ss 7 ) wiiich reduced Ihc gold content of the dollar and raised 
the price of gold amended Title III of the .■\ct of May i:, 1933 (4S Stat. 31); see 
above. :o6. 

•'* Sec below. ]ip. and also Table XII. above. 

Hetkharl and The Cdii Prohlfiu, p. See above, pp. 203-204. 

i""Heckhavt anil Hydop. TJu' Gold Problew, p. 13. 

rresideniial I'roclamation on January 31, 1934. See above, p. 209. 

i'*-Rcckhart and Hyslop, The Gold Problem, p. 22. 
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and the increasing fear of war in various European countries. French 
parliamentary crises, Italian activities in Northern Africa, Germany’s 
reoccupation of the Rhineland, absorption of Austria and invasion of 
Czechoslovakia increased the flow of gold. The Munich “settlement” 
of September, 1938, augmented the gold movement. 

The final factor which explains the increased concentration of gold 
in the United States is the great European demand for American 
products to be used for armament purposes and private consumption. 
At about the time of the American depression of 1937 the American 
demand for foreign goods fell. These circumstances resulted in a 
favorable balance of trade and increased the flow of gold to the United 

States.^”'* 

The immediate monetary problem caused by the concentration of 
gold was the increase in member bank total and excess reserves and 
in member bank demand deposits. This initial increase in demand 
deposits is termed “primary expansion.” If the excess reserves them- 
selves are used as the basis for credit expansion, the accompanying 
increase in demand deposits is termed “secondary.” The latter can 
be eliminated by legislative and administrative action relative to 
excess reserves. Excess reserves are a legal concept and could be 
eliminated overnight by appropriate legal action. Some action along 
these lines was taken by the passage of the Banking Act of August 23, 
IQ35 (49 Stat. 703), which is discussed below. 

The increase in the reserves of member banks has led to declining 
interest rates or an easy-money policy. Declining interest rates 
have forced important changes in the character of bank portfolios. 
Banks have been compelled to seek new uses for their funds. This 
has included not only purchases of Government obligations but 
also the extension of capital loans to industry and the granting of 
consumer credit loans to individuals. The Treasury was particularly 
pleased with the results of the easy-money policy, namely, the low 
cost of floating securities. At the same time, individuals dependent 
upon income from securities and bonds whose yields have declined 
find it difficult to maintain their standard of living. 

503 iind. 

104 Crump, “Development of Exchange Funds,” Lloyds Bank, Ltd., Monthly Re- 
view, Vol. VIII (January, 1937), p. 7 - 

105 See Table XI, above. 

lo^Beckhart and Hyslop, The Gold Problem, p. 16; sec also above, Table XIII. 
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By 193 s the volume of excess reserves was alarming, because it 
afforded a base for an inflationary credit expansion unexampled in 
the history of the country. Discouraging in its implications was the 
fact that the traditional controls available to our monetary authorities 
were woefully inadequate.'"^ Fortunately, under the Banking Act of 
193 s a major instrument was given to the Board of Governors in the 
form of new powers over reserve requirements. Section 207 amended 
Section 19, paragraph 6, of the Federal Reserve Act (38 Stat. 265) 
and extended the Thomas Amendment (48 Stat. 31) by a provision 
giving the Board of Governors of the Federal Reserve System the 
power to increase reserve requirements to be maintained against time 
and demand deposits by all member banks up to twice their existing 
level “in order to prevent injurious credit expansion.” '"8 -pj^e act 
gave no power to decrease reserve requirements below the percentages 
set by the June 21, 1917, amendment to the Federal Reserve Act (40 
Stat. 232). The power given to the Board of Governors to raise mem- 
ber bank requirements in order to strengthen credit conditions was 
used on August 15, 1936, for the first time.'®" The statutory limit 
for increasing reserve percentages was reached November i, 1941.110 

The Banking Act of 1955 

The administration was pleased with the easy-money conditions 
which prevailed around 1935. The Treasury was particularly anxious 
to continue the status quo, and in order to insure the interests of the 
Treasury, Secretary Morgenthau favored a Federal monetary au- 
thority or a Government-owned central bank.m The Secretary of 
the Treasury was an advocate of monetary management and was a 
sponsor of the Banking Act of i 935 -“‘ It is difficult to understand 
why Secretary Morgenthau advocated a Government-owned central 
bank. He already enjoyed as many powers as the head of any foreign 

107 BccKhart and Hyslop, The Gold Problem, p. i6. 

los Section 207, 49 Stat. 703: Bankinp Act of August 23, 1935, quoted in Federal 

Reserve Bulletin, September, 1935, pp. 612-614. 

100 U.S., Board of Governors of the Federal Reser\-c System, Annual Report, 

p. 60; see below, p. 196. 

no See below, p. 231. 

in "I happen to belong to that school that thinks that the government should own 
the stock of the Federal Reserve System . . .” Secretary Morgenthau’s statement in U.S., 
Senate, Committee on Banking and Currency, 74lh Cong., 1st Sess., Hearings on the 

Banking Act of P- 507 - 

ii^For statement of Secretary Morgenthau see ibid. 
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central bank,“^ and under the Thomas Inflation Amendment (48 
Stat. 31), the Gold Reserve Act (48 Stat. 337 )> and various monetary 
laws enacted in 1933 and i 934 the Secretary of the Treasury, 
subject to the approval of the President, was the most important 
official in the scheme of monetary management, while the Governors 
of the Federal Reserve System occupied a subordinate role. This state 
of affairs is still true. 

The Banking Act of 1935, when finally passed, did not contain any 
provision for a Government-owned central bank, but it did provide 
for a “centralized authority over and fixed responsibility for mone- 
tary management,” That the act did not go as far along the lines 
of establishing a Federal monetary authority as the Secretary of the 
Treasury would have liked was perhaps due to the criticisms directed 
against the bill during the Senate hearings by such well-known au- 
thorities as Winthrop W. Aldrich, chairman of the Chase National 
Bank of New York; Benjamin M. Anderson, Jr., the economist for 
that bank; Professor Edwin W. Kemmerer, of Princeton University, 
and the late Professor Henry P. Willis, of Columbia University.^^^ 

Mr. W. W. Aldrich said; 

The bill would grant powers more extensive than are granted to any 
foreign central bank,“^ 

Mr. B. M. Anderson said: 

The new theory behind this bill is that it is the business of the Federal Re- 
serve System to try to keep the volume of demand deposits, and money in 
circulation at such a level as will keep commodity prices, the volume of 
business on a fixed level, ignoring this more fundamental thing of the quality 
of credit and the duty of tightening up to stop unsound tendencies.^^® 

Professor E. W. Kemmerer said: 

The bill provides for an increased governmental and political control of our 
banking and credit system.^^** 

Professor H. P. Willis said: 

The great objection to this bill is not that it is going to change immediately 
very drastically what is actually being done at the present time. . . . The 

113 See statement of W. W. Aldrich in ibid., p. 389- See pp. 197-199. 206-209. 

113 Statement of Governor Marriner S. Eccles, the New York Times, August 24, 
1935. P- 19. col. 8 . 

lie U.S., Senate, Committee on Banking and Currency, 74th Cong., ist Sess., Hear- 
ings on the Banking Act of 1935, p. 389. 

117 Ibid. 118 Ibid., p. 437. p. 330. 
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harm in it is that it seems to consolidate the bad tendencies in existing legisla- 
tion, and practically renders them permanent, and treats them as the fruit 
of valuable experience during the emergency of the past two or three years 
and thus seemingly looks forward to their remaining on the statute books 
indefinitely. 

Senator Glass, chairman of the subcommittee which held the hear- 
ings was able to obtain substantial modifications of the administration 
bill. Senator Glass was a sponsor of the original Federal Reserve Act 
of 1913, which followed the principles that a central bank should be 
free from political domination and that it should be privately 
owned.^-* 

Section 201 of Title II of the Banking Act of 1935 changed the 
organization of the Federal Reserve banks. It provided for a president 
and vice-president of each, appointed by the directors for terms of five 
years, subject to the approval of the Board of Governors of the Fed- 
eral Reserve System. 

Section 203 abolished the old Federal Reserve Board and created in 
its place, effective February i, 1936, a Board of Governors of the 
Federal Reserve System. Except that terms were adjusted at the be- 
ginning so that not more than one would expire in any two-year period 
the seven members appointed by the President would serve for four- 
teen years and be ineligible for reappointment. Salaries were raised 
to $15,000. The President was authorized to select a chairman and 
vice-chairman from the members for four-year terms. 

The President was authorized to appoint not more than one mem- 
ber from any Federal Reserve district and to have “due regard to a 
fair representation of the financial, agricultural, industrial and com- 
mercial interests, and geographical divisions of the country.” Mem- 
bers might be removed by the President “for cause.” 

Elimination of the Secretary of the Treasury and Comptroller of 
the Currency as ex officio members was designed to keep the board 
free from undue infiuence with respect to the Treasury's fiscal needs. 
While the President and political agencies were not assured of com- 
plete control of the board, nevertheless it was made fairly certain that 
henceforth the Federal Reserve System would be recognized as an 
agency responsive to the program of the Government. Abolishment 
of the old board and giving President Roosevelt an opportunity to 

^~ubid., p. 855. 

See above, p. 148; Crawford, Monetary Management under the New Deal, p. 119. 
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appoint all the members of the new body assured him of control so 
long as he remains in office.^-- 

An important factor tending to promote centralized planning was 
the increased power given to the Board of Governors. Previously, 
even if the Federal Reserve Board was disposed to follow the wishes 
of the President, it was possible for a Federal Reserve Bank to display 
independence.’-'* Under the Banking Act of 1935 the board was given 
greater power over open-market operations, rediscount rates, reserves, 
and management of the Reserve banks. 

Section 205 created a Federal Open ^Market Committee, consisting 
of the seven members of the Board of Governors and five representa- 
tives of the Federal Reserve banks. Open-market operations by the 
Reserve banks were required to conform to policies established by 
the committee. Such operations should be conducted “with a view to 
accommodating commerce and business and with regard to their bear- 
ing upon the general credit situation of the country.” The Board of 
Governors was instructed to incorporate in its annual reports a record 
of all official actions on open-market policies both by the board itself 
and by the open-market committee. 

Section 206 strengthened the control of the Board of Governors 
over rediscount rates of the Reserve banks by a requirement that the 
banks must submit rates to the board for its approval every fourteen 
days, or oftener if deemed necessary by the board. 

Section 207 gave the board new powers over reserve require- 
ments,’-^ and Section 208 include authorization for advances by Re- 
serve banks to member banks on demand or time notes with maturities 
of not more than four months, a liberalization of real estate loans by 
national banks. 

Although the administration by no means got everything it desired 
in the new law, one of its spokesmen, Mr. Eccles, expressed satisfac- 
tion. He said: 

Considering the objectives and purposes of the legislation as originally 
proposed and as finally enacted, I am very well satisfied with the 
outcome. ... In my judgment, the banking act marks an important 
advance in the development of the country’s banking system and the 

Jbid., p. 133. 

1-3 The Federal Reserve Board was vested only with supervisory authority. The 
power to initiate policies was lodged for the most part in the twelve Federal Reserve 
banks. Section 4, Federal Reserve Act, 38 Stat. 265. 

^24 See above, p. 218. 
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adaptation of monetary administration to present day conditions and 
national needs . . . 

Gold Imports and Increased Reserve Requirements 

In the second half of 1935 the gold imports continued and excess 
reserves continued to rise,^“° The amount of gold certificates obtained 

Table XVIII 

FEDERAL RESERVE MEMBER BANK RESERVE BALANCES, 
EXCESS RESERVES, AND GOLD STOCK, 1917-1941“ 


MEMBER BANK RESERVE BALANCES 

(In millions of dollars) 


Calendar Year 

Total 

Excess 

Gold Stock 

1917 

L 447 

78 

2,868 

1918 

1,636 

51 

2.873 

1919 

1,890 

68 

2,707 

1920 

L 743 

• 4 

2.639 

1921 

L 753 

99 

2.373 

1922 

1,919 

• • 

3.642 

1923 

1,898 

14 

3,957 

1924 

2,220 

59 

4.212 

1925 

2,212 

—44 

4,112 

1926 

2,194 

-56 

4.205 

1927 

2,487 

63 

4,092 

1928 

2>389 

—41 

3.854 

1929 

2,355 

-73 

3,997 

1930 

2,471 

96 

4.306 

1931 

1,961 

—33 

4.173 

1932 

2,509 

576 

4,226 

1933 

2,729 

859 

4.036 

1934 

4,096 

1,814 

8,238 

1935 

5,587 

2,844 

10,125 

1936 

6,606 

1,984 

11,258 

1937 

7.027 

1,202 

12,760 

1938 

8,724 

3.205 

14.512 

1939 

11,653 

5.209 

17,644 

1940 

14,026 

6,615 

21.995 

1941 

12,450 

3.085 

22,737 


"Figures through 1937 taken from Table No. 5, U.S., Board of Governors of the 
Federal Reserve System, Annual Report, 1937, pp. 47-48. Figures for 1938-1941 taken 
from Table 15, U.S., Board of Governors of the Federal Reserve System, Annual Re~ 
port, 1041 , p. 48. 

Statement of Governor Marriner S. Eccles, New York Timer, August 25, 1935, 
p. 19, col. 8. 

12® See Table XVIII. 
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for this gold by the Federal Reserve banks increased and was avail- 
able to these Federal Reserve banks as reserve for a possible credit 
expansion. Wholesale commodity prices rose from 66 to 86 in the 
years 1933 to 1937.^^'^ The Treasury was satisfied with these de- 

Table XIX 

GOLD IMPORTS INTO THE UNITED STATES AND THE 
WHOLESALE COMMODITY PRICES FOR THE 

YEARS 1919-1941 


Year 

Gold Imports into 
the United States 

In thousands of dollars 

Wholesale 
Commodity Prices 
Base year is 1926 = 100 

1919 

76,534“ 

139" 

1920 

417,068 

154 

1921 

691, 248 

98 

1922 

275,170 

97 

1923 

322,716 

lOI 

1924 

319J21 

98 

1925 

128,273 

104 

1926 

2137504 

100 

1927 

207,535 

95 

1928 

168,897 

97 

1929 

291,649 

95 

1930 

396,054 

86 

1931 

612,119 

73 

1932 

363,315 

65 

1933 

193,197 

66 

1934 

1,131,944 

75 

1935 

1*739,019 

80 

1936 

1,116,584 

81 

1937 

1,585,503 

86 

1938 

1,973,569 

79 

1939 

3,574,151 

77 

1940 

4,744,472 

79 

1941 

982,378 

87 


«U.S., Treasury Dept., Annual Report of tke Secretary, ipjr, p. 868, contain figures 
for 1919 and 1920. 

Figures are taken from Federal Reserve Bulletin, December, 1942, p. 1231, 

‘^Figures from 1921 to 1933 are taken from Table No. 32, U.S.. Board of Governors 
of the Federal Reserve System, Annual Report, 1937, p. 82. 

Figures represent custom valuations which, with some exceptions, are at rate of 
$20.67 a fine ounce through January, 1934, and $35 a fine ounce thereafter. Figures for 
1934 to 19 41 are taken from Federal Reserve Bulletin, December, 1942, p. 1253. 

127 See Table XIX. 
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velopmentSj since the main aim of the Treasury all along was to raise 
domestic prices and stimulate business by an easy money policy. The 
Federal Advisory Council, chosen by the banks of the twelve districts 
and composed of bankers not entirely in accord with the expansionist 
policy of the administration, did not agree with the Treasury in these 
matters. It feared an uncontrolled inflation because the funds which 
poured in did not represent to any large extent payment for trade 
balances, but rather resulted from a flight of capital. 

The methods at the disposal of the Federal Reserve System were 
hardly sufficient to meet the problem. Raising discount rates and open- 
market operations were ruled out as directly at cross purposes with 
the Treasury. The Board of Governors, itself, under the influence of 
Chairman Eccles, wished to continue the easy-money policy of the 
administration, although it finally became convinced of the danger of 
inflation and yielded to the suggestion of the Federal Advisory Council 
to scale down excess reserves. Also, Winthrop W. Aldrich and Benja- 
min M. Anderson, Jr., made statements urging action for the purpose 
of absorbing a considerable part of excess reserves.^^**^ The reduction 
of excess reserves without tightening the money market unduly was 
possible, since reserves were far above the legal requirements.’^^ 
Therefore the Board of Governors raised the reserve requirements 
of member banks several times. 

Section 324 of the Banking Act of 1935 was also of assistance in 
reducing excess reserves. It amended section 19 of the Federal Reserve 
Act (38 Stat. 274) by “providing that member banks shall be re- 
quired to maintain the same reserves against deposits of public money 
by the United States as they are required to maintain against other 
deposits.” This was a reversal of an old policy embodied in Section 
7 of the First Liberty Bond Act of April 24, 1917 (40 Stat. 35), which 
stipulated that member banks were not required to keep reserves 

Federal Reserve Bulletin, January. 1936, pp. 5-6. 

i-^Bcckhart and Hyslop The Cold Problem, p. 24; sec above, p. 216. 

Aldrich’s statement appeared in the New York Times, September 12, 1935, 
p. 39. col. 8; Mr. .Anderson’s statement appeared in the New York Times, October 31, 
^ 935 . P- 52, col. I. 

Board of Governors of the Federal Reserve System, Annual Report, 1936, 

p. 217. 

i^-Scc Table XX. 

^^ 3 U.S., Board of Governors of the Federal Rescr\c System, Digest of Rulings, p. 
195; 49 Stat. 703; see pp. 106, 161, above. 
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Table XX 

FEDERAL RESERVE MEMBER BANK 
PERCENTAGE RESERVE REQUIREMENTS, 1917-1941 


Classes of June 21, 

Deposits 19 1 /-Aug. 

and banks 15, 1936 

Aug. 16, 
1936-Feb. 

2S, 1937 

Mar. I, 
i937~Apr. 

SO. 1937 

May I, 
1937-Apr. 

15, ^938 

Apr. j6, 
1938-Oct. 

3t. mt 

Nov. 1, 
1941 and 
thereafter 

On net demand 







deposits 

Central-reser\'e city 

13 

19.50 

22.50 

26 

22.75 

26 

Reserve city 

10 

IS 

17.50 

20 

17-50 

20 

Country 

7 

10.50 

12.25 

14 

12 

14 

On time deposits 

All member banks 

3 

4-50 

S.25 

6 

5 

6 


a Figures for first s columns taken from U.S. Board of Governors of the Federal Reserve Sys- 
tem, Annual Report, 2939, p. 52; figures for last column taken from Federal Reserve Bulletin, 
November, 1941, p. 1145. 


against deposits of public money,^^"* Section 324 of the Banking Act 
of 193 s helped in a small measure to counteract the effects of gold 
imports. 


Gold Sterilization and Reserves 

The inflow of gold which had caused the Federal Reserve Board to 
raise percentage reserve requirements on August 15, 1936, led also 
to Treasury action, A plan was worked out whereby the Treasury 
could continue to buy gold without a further swelling of excess re- 
serves. On December 22, 1936, the policy was announced. The 
Treasury continued to buy all newly mined gold at $35 an ounce, pay- 
ing for it with the proceeds of sales of Government obligations rather 
than by the issuance of gold certificates. Although gold imports would 
continue to increase the total volume of member bank deposit liabili- 
ties, they would not increase member bank reserve balances. The fact 
that total reserve balances of member banks remained the same at a 
time when their deposit liabilities were increasing would mean a re- 

134 See above, p. 161. Somewhat earlier Secretary Shaw ruled that no reserves need 
be kept against Government deposits (see above, p. 119). Section 14 of the Act of May 
30, 1908 (35 Stat. 546) stated that no reserves need be held against deposits of 
public money in national banks (see above, p. 129). Section 14 of the Act of 
May 30, igo8, was reenacted in Section 27 of the Federal Reserve Act. 

For further discussion of the Banking Act of 1935 see above, pp. 218-222. 

Statement made by Mr. Morgenthau in the New York Times, December 22, 
1936, p. 1, col. 6. 

U.S., Treasury Dept., Annual Report of the Secretary, 1937, p. 262, Exhibit 32. 
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duction in the volume of excess reserves and consequently a tendency 
toward higher rates of interest. 

The metal, as acquired by the Treasury, would be set aside in an 
“inactive account.” The gold did not pass into the reserve base in the 
form of gold certificates, and in this sense the measure was anti- 
inflationary. Even without further increases, excess reserves were 
large and could finance a very substantial increase in industrial ac- 
tivity if additional demands for credit should develop. Even though 
in the twenties excess reserves were low, yet when fully utilized credit 
expansion was great. In the thirties, although excess reserves were 

large, there was no important demand for credit from business 
sources. 

By the sterilization program the Treasury hoped to counteract the 
tendency of gold imports further to increase excess reserves at a time 
when prices and business activity were rising. This brake on infla- 
tionary developments early in 1937 was so effective that not only was 
the rapid rise of prices and business activity checked, but, whether 
for this or other reasons, the depression of 1937 ensued. To prevent 
the decline from gathering momentum, the Federal Open Market 
Committee, recommended to the Treasury that it “release approxi- 
mately $300,000,000 of gold from the Treasury’s inactive account.” 
The board made the request because it desired to carry out its usual 
policy “to facilitate the financing of and orderly marketing of crops 
and of autumn trade.” On September 12, 1937, the Treasury agreed 
and placed the funds at the disposal of the Federal Reserve banks 
increasing their reserves."' The board said this action was in line 
with its “easy credit conditions” policy. The deposit of $300,000,000 
in gold was a reversion to the old method used when the Secretary of 
the Treasury deposited funds to help move crops."- The Treasury 
sterilized further accumulations of new gold until February 14, 1938, 
when announcement was made that, retroactive to January i, only 

Bcckhart and Hyslop, The Gold Problem, p. 45. 

'3'J See above, Table XVIII and also p. 223. 

was created under the Banking Act of June i6. 1933 (48 Stat. 16O See 
above, pp. 201-202. It is further defined in Section 295 of the Act of August 23 191c 
as an amendment to Section 12A of the Federal Reserve Act. U.S., Board of Governor 
of the Federal Reserve System, Digest of Rulings, p. 378. 

^^^U.S., Board of Governors of the Federal Reserve System, Annual Report, igjy, 
P. 218. 

^■‘-See above, pp. loi, 14411. 
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additions to the gold stock in excess of $100,000,000 per quarter 
would be placed in the inactive account. This curtailment of the 
sterilization program was for the purpose of relaxing credit condi- 
tions. 

By making use of sterilized gold in the manner indicated, reserves 
of member banks increased permanently, whereas if open-market pur- 
chases had been used, the reserves could be reduced later by open- 
market sales of securities. Furthermore, the inactive account should 
have been used only in the event of withdrawal of foreign funds 
against which the gold serves as a reserve. It was established to 
counteract capital movements, not to regulate internal credit condi- 
tions. 


Desterilization of Gold and the Depression of /pj7 

As the depression of 1937-1938 deepened, the wisdom of the gold 
sterilization program was questioned. Was the new depression pro- 
voked by the deflationary effects of the raised reserve requirements 
and of the establishment of an inactive gold account? Such queries 
seem to imply that monetary forces alone were of paramount im- 
portance in bringing about the depression. The causes are partly to 
be found in increases in cost and price; for example, labor and ma- 
terials, the sudden stoppage of large Government disbursements of 
the pump-priming variety, and the changed outlook of business. At 
no time was business starved for credit or funds. Excess reserves were 
never below $700,000,000 even after the sterilization program went 
into effect. The cheap-money policy prevailed, although without ma- 
terial effect on business. 

Nevertheless, there were still advocates of a “veryreasy-money” 
policy and of an increase in the quantity of money as remedies of the 
renewed depression. They advocated the release of the inactive gold 
fund, the abandonment of the sterilization program, the purchase of 
securities by Federal Reserve banks, and the reduction of percentages 
required in member bank reserve.*^® In addition, the decline in Gov- 
ernment bond prices in the early months of 1937 disturbed the Treas- 
ury. Sterilization leads to a reduction in excess reserves. Consequently 

Federal Reserve Bulletin, March, 1938, p. 181. 

Beckhart, Sterilization oj Gold, p. 19. 

Federal Reserve Bulletin, October, 1937, p. 965. 
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there is a tendency for interest rates to rise. To take advantage of the 
increased rate of interest, holders of Government bonds might sell 
them and seek new uses for their funds. This might result in a 
general decline in the price of outstanding bonds. Consequently the 
market for new Government bond issues would be poor, and higher 
interest rates would have to be offered to secure additional funds or 
refund maturing issues. To counteract the decline in bond prices, the 
Federal Reserve banks purchased $96,000,000 of bonds during April 
1937. The Federal Reserve banks were also selling their short-term 
Treasury notes and bills, not needing support in favor of long-term 
Treasury bonds, most affected by the declining market. Such action 
of course, had no effect on reserves. During the winter of 1937-1938 
the acute phase of the depression passed, and by April, 1938 the 
Federal Reserve banks reversed their policy and sold securities to 
keep bond prices down.' *^ It is unfortunate that the banks’ earning 
assets are tied up in Government obligations, but this condition will 
exist as long as the Treasury demands that general interest rates be 
low to aid its fiscal problems. In furthering the Treasury’s fiscal 

program, the Federal Reserve System has become subservient to the 
Treasury. 

In the spring of 1938 the Government was anxious to continue the 
movement toward recovery, to keep interest rates low, to increase 
appropriations for public works. This type of program entailed the 
complete abolition of the sterilization policy. Consequently President 
Roosevelt, in his message to Congress on April 14, 1938, stated that 
action would be taken to make bank resources more readily available 
for credit. The Secretary of the Treasury, on April 14, 1938, an- 
nounced that the gold in the Treasury’s inactive account, about 
$1,400,000,000, would be released to the Federal Reserve banks for 
reserve purposes and member bank reserve requirements against de- 
posits would be reduced. Bank balances obtained by depositing 
gold certificates in Federal Reserve banks would be used to retire 
Treasury bills and meet current deficits. In accordance with the policy 

140 Reckhart and Hyslop, The Gold Problem, p. 15. 

Federal Reserve Bulletin, .April, 1937, p. 283. 

Federal Reserve Bulletin, February, 193S, p. 134. 

Bcckhart, Sterilization of Gold, p. 26. 

Conpress, Congressional Record, 75th Cong., 3d Scss.. p. 5382. 

Federal Reserve Bulletin, May, 1938, pp. 343-344. 
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of creating monetary ease, the Board of Governors on April 16, 1938, 
reduced member bank reserve percentages.’^^ 

As anticipated, some of the results of desterilization were a sharp 
rise in bond prices and in excess reserves. Good borrowers were 
just as few as ever, interest rates declined and idle funds looked to the 
bond market for investment. Bond prices rose sharply and the easy- 
money policy once more prevailed. 

Summary of the Sterilization of Gold 

An important instrument for the control of the monetary mecha- 
nism, such as the gold sterilization, was managed by the Treasury 
rather than by the Federal Reserve System, the legally constituted 
central bank. Under the sterilization program gold imports were not 
to result in overexpansion of the reserves of commercial banks to 
avoid an outright inflation, which would inevitably have led to a new 
crash. Under the desterilization program gold imports were to affect 
the credit base, the reserves of commercial banks. 

The sterilization program which was in effect from December 22, 
1926, to April 14, 1938, gave the Treasury greater control over gold 
imports and the reserves of member banks than that possessed by 
the Federal Reserve System. Even though the sterilization program 
has been abandoned, the stabilization fund, which is managed by the 
Treasury, can exert as strong an influence on the money market, inter- 
est rates, and the credit structure as the gold sterilization and de- 
sterilization program. 

Inability of the Federal Reserve System to match forces with the 
Treasury is frankly conceded by its officials. The assertion that the 
power of the Treasury to influence the volume of reserves ’^out- 
weighs” that of the Federal Reserve System was made in the annual 
report of the Board of Governors of the Federal Reserve System for 
1938 and also in a statement transmitted by the board to the chair- 
men of the Committees on Banking and Currency of the Senate and 
House on April 8, 1939. The Treasury derives much of its present 

Board of Governors of the Federal Reserve System, Annual Report, igiS 
p. 60; see also Table XX above. > vj - 

See Table XVIII. 

p *21^ ^ ' Governors of the Federal Reserve System, Annual Report, 1938, 

Federal Reserve Bulletin, May, 1939, pp. 363-364. 
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power in the monetary field from the gold-purchase program 
which in turn has helped create the gold problem. Whether Treasury 
control in the monetary field will be diminished depends to a large 
extent on the solution to the gold problem which has been consider- 
ably intensified by the outbreak of World War II. 

POSITION OF THE TREASURY UNDER PROPOSED 
SOLUTIONS TO THE GOLD PROBLEM 

Prior to 1941 considerable thought was given to the possibility of 
removing the dangers caused by excessive gold holdings. One group 
of proposals centered in the reduction of the volume and/or the mone- 
tary value of gold imports. The solutions included placing an embargo 
on gold imports, reducing the price of gold, placing sliding tariff 
duties on gold imports, while paying compensatory bounties on gold 
exports, and reintroducing the sterilization program. 

The Secretary of the Treasury, with authority from the President 
could have stopped further gold purchases. Such action was thought 
to be undesirable, for it was feared that the results of discontinuing 
gold buying might initiate a deflationary cycle/^’ The buying of gold 
by the Treasury places purchasing power in the hands of the sellers- 
if the funds are used by domestic producers, they contribute somewhat 
to employment. It would have been difficult for the Government to 
face the charge that it was deliberately contributing to unemploy- 
ment. Another strong objection to any modification of the gold policy 
prior to 1941, when the problem was acute, was that it would have 
seriously interfered with our aid to Britain and the allies in the present 
war. A gold embargo would have tended to disrupt “the normal chan- 
nels of international trade.'' The dollar would have risen.in the inter- 
national exchange markets. This would have harmed our export trade 

and the ability of Britain and her allies to purchase in the American 
market. 

Under Section 9 of the Gold Reserve Act (48 Stat. 337) the Secre- 
tary of the Treasury can pay any price that he may desire for gold. 
If the price should be reduced, the monetary value of the present gold 
stock and the volume of future gold imports would be decreased. The 

Reserve Act of 1934 (48 Stat. 337). 

15 * Cadman, “Prospecting for a Gold SoJution,” Banking, Vol. XXXIII (July 
1940). PP. 27-28. * 
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reduction in price would not affect the existing volume of excess re- 
serves. The arguments advanced against the imposition of a gold 
embargo held, to a large extent, with respect to the proposal that the 
price of gold be reduced. 

Another proposal for reducing the volume and value of future gold 
imports is that the Treasury should impose sliding tariff duties upon 
gold imports and should give compensatory gold bounties on gold 
exports. The plan partakes of all the disadvantages of a reduction 
in the price of gold and confers dangerously great discretionary powers 
upon the Treasury Department. 

The final proposal in this particular group of plans for insulating 
the credit structure from gold movements, is sterilization. This method 
was operative in the United States from December 22, 1936, to April 
^ 4 , 1938, and gave the Treasury Department great monetary 
power. Under sterilization the Treasury pays for gold by the sale 
of Government obligations rather than by the issuance of gold certifi- 
cates. Although gold imports increase deposit liabilities, they do not 
increase the total reserves of member banks. The result is a reduction 
in excess reserves and a tendency toward higher rates of interest. 
Sterilization, of course, involves an increase in the national debt.^*^® 

A second group of proposed solutions to the gold problem included 
those which endeavored to reduce the credit-supporting power of 
gold. These suggestions included giving additional powers to the Board 
of Governors of the Federal Reserve System to raise the reserve re- 
quirements of member banks, requiring 100 percent reserves against 
certain categories of deposits, and relating credit expansion to capital- 
deposit ratios. This group of proposals has the merit of placing con- 
trol over the credit mechanism where it belongs, in the hands of the 
central bank. However, before any of these methods could be adopted, 
the Treasury Department must be consulted and its consent would 
have to be obtained. 

The raising of the reserve requirements of member banks is obvi- 
ously the most direct way to bring about a reduction in the credit- 
supporting power of reserves. This method was employed on August 
i 5 > 1936, March i, 1937, May i, 1937, and November i, The 

^®®Jack, “The Gold Problem,” The Canadian Banker, April, 1940, pp. 280-287; 
Beckhart and Hyslop, The Gold Problem, p. 45. 

159 See above, p. 225 . geckhart and Hyslop, The Gold Problem, p 46 

181 See Table XX, above. 
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increase in reserve percentages, effective November i, 1941, brought 
the reserve requirements of member banks back to the statutory limit 
set by Section 207, Banking Act of 1935 (49 Stat. 703). A further in- 
crease in reserve requirements would require Congressional enact- 
ment. If the increases were drastic, they would probably disturb the 
Government bond market, in view of the fact that adjustments in the 
reserve position of commercial banks take place through changes in 
holdings of Government obligations. It might be wise to stipulate, if 
additional powers were granted, that the amount of the increase in 
member bank reserve requirements should be no greater than that 
required to bring excess reserves within the scope of control of the 
existing volume of the open-market portfolio of the Federal Reserve 
banks. 

Another proposal which could be administered by the Board of 
Governors of the Federal Reserve System and would reduce excess 
reserves is the requirement that member banks shall maintain a 100 
percent reserve against various categories of deposits; for example, 
foreign deposits, bankers’ balances, and future additions to deposit 
liabilities. Requiring a 100 percent reserve against future increases in 
deposit liabilities would limit deposit expansion to a one to one ratio 
to future gold imports. Secondary expansion on the basis of these 
imports could not take place. This plan possesses merit in that it limits 
the effect of the gold inflow. Its introduction would require Congres- 
sional enactment and could be applied to member banks only. This 
would discriminate against some elements in the banking system. The 
suggestion that member banks be required to maintain a 100 percent 
reserve against bankers’ balances and/or foreign deposits would 
weigh disproportionately on the banks which possessed such deposits. 
Furthermore, when foreign deposits are spent and bankers’ balances 
withdrawn, these accounts either become private deposits or serve as 
a basis for private deposits. Reserve requirements would then be re- 
duced. 

In the 1940 session of Congress a bill was introduced into the 
Senate designed to render it impossible for the present volume of 
member bank excess reserves to serve as the basis of multiple credit 
expansion by requiring the maintenance of a definite ratio between 
deposit liabilities and bank capital funds. According to the provisions 
of the bill, the Board of Governors of the Federal Reserve System 
may “from time to time, fix the ratio between capital surplus, and 
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undivided profits and deposit liabilities at not less than six nor more 
than twelve times the aforesaid capital surplus and undivided prof- 
its.” Deposits are permitted to exceed the ratio, but the excess 
must be covered by a 100 percent reserve. Inasmuch as the capital 
funds of banks are not likely to increase greatly in the near future, 
the adoption of this proposal would mean that as soon as the ratio 
set was exceeded, future increases in deposit liabilities would have 
to be covered by a 100 percent deposit account with the Federal 
Reserve banks. It would seem preferable to advocate simply that 
all future increases in deposit liabilities be covered by a 100 percent 
reserve. 

A further suggestion, designed to limit credit expansion, is the 
proposal that member banks hold Government obligations to the ex- 
tent of 25 percent of their demand deposits. All deposits in excess of 
this ratio must be secured by a 100 percent reserve with the Federal 
Reserve banks. The fact that banks had to hold Government obliga- 
tions as reserve against deposits would give the Treasury a secure 
market for all future issues of its obligations. By changes in reserve 
requirements, the Treasury could force the commercial banks to take 
additional quantities of Government bonds and might do so in view 
of the financial needs of the future. The banks would become more 
deeply involved in Federal finances. Theoretically commercial bank 
credit expansion should be related to holdings of commercial and 
business paper, not to holdings of the Federal debt. 

Another suggestion designed to reduce the base for credit expansion 
is gold coin redemption. Those who want gold would be able to obtain 
it and total member bank reserves would decline by an amount 
equivalent to the extent to which gold could be obtained and actually 
hoarded. The effect of such a policy would be too small to warrant 
consideration, since it could not achieve a substantial reduction in 
reserves. However, it would establish the domestic gold standard on 
a firm basis. The values of gold and paper money could not differ, 
interchangeable as they would be.^*^’* The gold coin redemption plan 
would probably be administered by the Treasury, which had been 
performing this duty in the past.^*^^ 

Senate Bill 3867 — 76th Cong., 3d Sess., U.S., Congress, Congressional Record, p. 

S061. 

U.S., Federal Deposit Insurance Corporation, Annual Report, ipjp, pp. 12-13. 

^®*Beckhart and Hyslop, Tke Gold Problem, p. 56. 

Act of March 14, 1900 (31 Stat. 45) ; see above, p. 98. 
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The proposals cited above did not constitute fundamentally a solu- 
tion of the gold problem. They simply coped with the immediate 
problems raised by gold concentration. The basic solution must await 
a return to peace and freedom in international trade. Whether this 
can be achieved in the near future is questionable; and how dominant 
a position the Treasury will occupy in the monetary field will depend 
upon the type of economic and political organization which emerges 
in Western Europe following the termination of the present war. 

Should the British Empire and its allies be victorious, for several 
reasons it is reasonable to expect that the peace settlement would 
endeavor to restore some form of the international gold standard. 
First, Great Britain has a strong interest in the restoration of some 
measure of freedom of trade; freedom of trade and the operation 
of the gold standard supplement each other. Secondly, South Africa, 
Canada, and Australia have a strong interest in gold production. The 
prosperity of the gold mining industry depends largely upon the use 
of that metal as a monetary base. Thirdly, the desire to propitiate 
the United States, whose help will be necessary for the rehabilitation 
of Europe, will lead to a favorable consideration of America’s desire 

to make full use of her gold stocks. 

After peace has been restored, it seems unlikely that revived inter- 
national trade alone, will serve to redistribute the gold stock con- 
centrated in the United States except over a long period of time; 
that is, after the reconstruction loans to Europe have ceased and 
after Europe has serviced her debts to the United States by means of 
goods rather than by means of gold.'" During that long period the 
United States Treasury, as guardian of the Nation’s gold stocks, would 
be performing many central banking functions.'®® 

However, restoration of the international gold standard in the 
form in which it prevailed from the close of the Franco-Prussian War 
to the opening of World War I might result in increasing the pow- 
ers of the central bank, the Federal Reserve System, and decreas- 
ing the influence of the Treasury over monetary affairs. But the re- 
turn of that type of international gold standard is unlikely, because 
it implies major changes in the Nation’s tariff policies, in the regula- 

106 Beckhart and Hyslop. The Gold Problem, p. 58. 

107 The Statist, Vol. CXXXV (February 23, 1940), p. 201, 

109 Act of March 14, 1900 (31 Stat. 45). See above, pp. 98-100. 
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tion and control of industry, and in the public finances. The present 
trend indicates greater Government control. Consequently, continued 
monetary management under Treasury control appears more probable 
than the revival of the gold standard. 

In the event of a stalemate the restoration of the freedom of trade 
and an international gold standard is unlikely. It would be a period 
of rapid rearmament. Economic life would be subordinated to military 
needs. To the Treasury would be delegated the task of monetary 
management. 

In the improbable event of a Nazi success the future of the inter- 
national gold standard would have depended upon the extent of the 
German victory — that is, whether or not Germany would have gained 
control of the South African mines (which seemed at least possible 
at one time) — and also upon the unpredictable plans of the German 
rulers. If the German Government should have seized the South 
African mines, doubtless she would have liked to use the gold for ex- 
change purposes with the United States. However, if the statements 
made by Walther Funk, Reich Economic Minister, to the effect that 
the new Nazi Europe would have no use for gold either for banking 
or international trade, were a preview of things to come, the future of 
an international gold standard appeared gloomy.^®® Under the latter 
circumstances it would have seemed wiser for America to have stopped 
buying gold from overseas. 

The cessation of gold purchases from overseas would raise the value 
of our gold holdings in terms of domestic purchasing power. Member 
bank total and excess reserves would be smaller, and the possibility 
of gold inflation would be lessened. America need not stop purchasing 
domestically produced gold, for this action would have distastrous 
effects upon our industry, which has grown to rely on Government sup- 
port. If along with the domestic gold purchase program, gold coin 
redemption were reintroduced, the purchasing power of gold could 
not differ from that of paper money or of bank deposits. This program 
would aid the stabilization of the currency — which is a central bank- 
ing function. Yet, gold coin redemption and domestic gold purchases 
would probably be administered by the Treasury, as they have been 
in the past.^^® 

^®®Beckhart and Hyslop, The Gold Problem, p. 59. 

^"^See above, pp. 202-203. 
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From the foregoing comments it appears that the gold problem is 
international and cannot be adequately solved until the present war 
is ended. The gold problem is related to world economics and to 
American and other ideologies as to what constitutes good economic 
procedure. The best that can be done during this war is to continue 
the present policy of purchasing gold at $33 an ounce, because it gives 
financial assistance to Britain and its allies. It seems that whatever 
program is finally evolved for the settlement of the gold problem, it 
will probably be administered by the Treasury rather than by the 
Federal Reserve System. 


SUMMARY 

The years from 1929 to 1941, inclusive, marks a period in which 
the Treasury was recognized as the real central bank. Although leader- 
ship in the banking field rightfully belonged to the Federal Reserve 
System, no sooner had the Federal Reserve Act become effective than 
the economic crisis arising from World War I diverted the policies 
of the system and subjected it to the Treasury’s one aim of winning 
the war. The postwar reaction, which brought falling prices and a 
depression in 1920, forced the Federal Reserve System to help the 
Treasury bring about recovery. In the later twenties the Treasury 
directed the policies of the Federal Reserve System in order to ex- 
pedite the refunding program. While there were many factors con- 
tributing to the Panic of 1929 and the prolonged depression there- 
after, the extreme hardships caused by falling prices made it natural 
that defects in the banking and monetary structure should receive 
attention as the Government sought remedies. The Government 
favored the leveling of peaks and troughs of the business cycles by 
monetary action. This implied the development of a managed cur- 
rency system accompanied by a strengthening of the Treasury’s con- 
trol over the Federal Reserve System.”^ 

During the past decade, the monetary laws of the United States 
have been largely rewritten, and the banking laws have been revised. 
Throughout the process of revision the Government has had as its 
goal a currency and banking system subject to Treasury management. 
The additional central banking authority given to the Treasury took 
shape under laws relating to currency, credit, gold, and silver. At the 

Crawford, Monetary Management under the New Deal, p. 8. 
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same time, the privileges enjoyed by the Treasury rendered the powers 
of the Federal Reserve System inadequate to meet the problems of 
credit control. One of these baffling problems centered in the con- 
tinued flow of an enormous quantity of unwanted gold to the United 
States. Solutions immediately suggested for this problem were many 
and varied. They included placing an embargo on gold imports, re- 
ducing the price of gold, placing sliding tariff duties on gold imports, 
while paying compensatory bounties on gold exports, and reintroduc- 
ing the sterilization program. Any of these methods, if introduced, 
would have been administered by the Treasury Department. On the 
other hand, another group of solutions were advocated which could 
have been administered by the Federal Reserve System, but which 
would have required consultation with the Treasury Department. 
These solutions included giving additional powers to the Board of 
Governors of the Federal Reserve System to increase member bank 
reserve requirements, requiring 100 percent reserves against certain 
categories of deposits and relating credit expansion to capital-deposit 
ratios. 

The final solution of the gold problem must await the peace treaty 
of the present war. Whatever economy emerges from the war, even if 
it be extreme individualism or extreme state control (totalitarianism), 
the Treasury is likely to play a dominant role in the monetary and 
banking fields. The outbreak of World War II has increased the 
monetary management powers of the Treasury, because all forces 
must be subordinated to the aims of victory. 



CHAPTER X 


Treasury Central Banking from 1929 to 1941 with 
Special Reference to the Silver Policies 


T he silver program was undertaken at the request of the power- 
ful silver interests predominating in the western mining states. 
Representatives of these states succeeded in obtaining the support of 
inflationists, quantity theorists, debtors, and farmers. Large purchases 
of silver and a corresponding increase in the circulation of silver 
certificates, it was asserted, would bring about an increase in the 
price of both silver and other commodities, an expansion of the metal 
base of our money, and an increase of money in circulation. Finally, 
it was maintained that an increase in the value of silver would increase 
the purchasing power of the silver standard countries in the Far East 
and materially increase our exports to these countries. These reasons, 
combined with political logrolling, proved strong enough to secure 
the various silver enactments passed between May, 1933, and June, 

1934. 


THE BACKGROUND FOR SILVER LEGISLATION 

For many years the West and the South have sought economic 
relief in currency expansion and easy credit terms. The Bland Allison 
Act of February 28, 1878 (20 Stat. 25), and the Sherman Silver Pur- 
chase Act of July 14, 1890 (26 Stat. 289), bear out this theory. Both 
acts were passed by a combination of silver interests and agricultural 
debtors.’ 

One of the advocates of the silver interests was Senator Pittman. 
His name had been attached to the wartime Pittman Act of April 23, 
1918 (40 Stat. 535), under which American silver dollars, which were 
melted at the urgent request of Great Britain to meet emergency needs 
of India, were replaced after the war by the purchase of silver at $i 


J Sec above, pp. 73-75- 
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an ounce .2 In the postwar years Senator Pittman offered various silver 
bills which failed to make headway in Congress. During the period 
of the twenties the Treasury Department rejected one silver bill after 
another on the ground that there was no need of further silver in the 
monetary system and that the purpose of the various schemes was to 
obtain a Government subsidy for the silver producing industry.^ 

On April 22, 1930, Senator Pittman was appointed to the Senate 
Foreign Relations Committee.^ On April 29 a subcommittee was 
created under Resolution No. 256 to investigate and report upon 
the depression of United States trade and commerce with China.^ 
The subcommittee reported on February ii, ig^i, and maintaining 
that the decrease in exports of the United States to China was due 
to the fall in -the price of silver. It was further contended that the 
people of China could not afford to buy American products because 
of the low exchange value of their money in terms of American 
money.® One of the resolutions introduced by Senator Pittman in 
the Senate on February ii, 1931, on the basis of the subcommittee’s 
recommendations requested the President to call an international 
conference on silver. The Senate adopted the resolution on February 
20, 1931.'^ After finding that Great Britain and other interested gov- 
ernments were not favorably inclined toward the idea, President 
Hoover refused to call a conference.® 

On February 8, 1932, a resolution was introduced by Mr. Somers 
authorizing the House Committee on Coinage, Weights and Measures 
to conduct an investigation of the cause and effect of the depressed 
value of silver.® Mr. Somers related in the House on February 25, 
1932, that the subcommittee favored the adoption of a resolution 
requesting the President to call a conference of all nations “interested 

2 U.S., Treasury Dept., Annual Report of the Secretary, 1918, pp. 41-42; U.S., 
treasury Dept., Annual Report of the Secretary, 1925, p. 371. 

3 Crawford, Monetary Management under the New Deal, p. 63. 

^ U.S., Congress, Congressional Record, 71st Cong., ist Sess., p. 246. 

3 U.S., Congress, Congressional Record, 71st Cong., 2d Sess., p. 7930; Bratter, “The 
Silver Episode,” Journal of Political Economy, Vol. XLVI (October, 1938), p. 612. 

® Senate Report No. 1716, U.S., Congress, Congressional Record, 71st Cong., 1st 
Sess., p. 5493. 

^Senate Resolution 442, U.S., Congress, Congressional Record, 71st Cong., 3d Sess., 
P. 4557. 

8 Bratter, “The Silver Episode,” Journal of Political Economy, Vol. XLVI (October, 
1938), p. 613. 

® House Resolution 72, U.S., Congress, Congressional Record, 72d Cong., ist Sess., 
P- 3536; also see Bratter, The Silver Market, p. 80; see also Table XXI, below. 
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Table XXI 

PRICE OF SILVER ADJUSTED TO REFLECT CHANGES 
IN THE PURCHASING POWER OF THE GOLD 

DOLLAR, 19OI-193I 



Index Number of Whole 

Prices of Silver 

Adjusted Prices 


Commodity Prices in the US. 

in N.Y. in Cents 

ofSilverinCents 

Year 

Base year is 1926 = 100 ^ 

per Fine Ounce ^ 

per Fine Ounce 

1901 

55-3 

59*7 

107.9 

1902 

58.9 

52.8 

89.6 

1903 

S 9-6 

54-2 

91,0 

1904 

59-7 

57-8 

96.8 

1905 

60.1 

61.0 

101.5 

1906 

61.8 

67.4 

109.0 

1907 

65.2 

66.0 

IOI.2 

1908 

62.9 

53-5 

85.0 

1909 

67.6 

52.2 

77.2 

1910 

70.4 

54.2 

77.0 

191 1 

64.9 

54-0 

83.2 

1912 

69.1 

62.0 

89.7 

1913 

69.8 

61.2 

87.7 

1914 

68.1 

56.3 

82.7 

1915 

69-5 

5 I.I 

73-5 

1916 

85-5 

67.2 

78.6 

1917 

II 7 -S 

84.0 

71.5 

igi8 

131-3 

98.4 

74.9 

1919 

138.6 

II 2 .I 

80.9 

1920 

IS 4-4 

IOI.9 

66.0 

1921 

97.6 

63.1 

64.7 

1922 

96.7 

67.9 

70.2 

1923 

100.6 

65.2 

64.8 

1924 

98.1 

67.1 

68.4 

1925 

103.5 

69.4 

67.1 

1926 

100.0 

62.4 

62.4 

1927 

954 

56.7 

59-4 

1928 

97-7 

58.5 

59.9 

1929 

96.5 

53-3 

55-2 

1930 

86.3 

38-5 

44.4 

1931 

71. 1 

28.7 

40.0 


« Index numbers of the Bureau of Labor Statistics of the United States Department 
of Labor. 

U.S., Director of the Mint, Annual Report, rpjr, pp. 125-126. 
c Ratio of Column 2 to Column i. 


SILVER POLICIES 


241 


in the restoration of the commodity price level through the stabiliza- 
tion of the international exchange by restoring the equilibrium in 
the metallic basis of the money systems or otherwise.” On June 17, 
1932, the House adopted a resolution approving and encouraging ef- 
forts being made toward the holding of an international economic 
conference “for the purpose of considering methods for the improve- 
ment of general economic and monetary conditions.” President 
Hoover accepted the invitation of the Lausanne Conference (which 
terminated its session on July 9, 1932) to a world financial and eco- 
nomic conference.^- Preliminary work took place, even though the 
President disapproved of most of the proposals which were advanced 
in connection with silver. The administration’s resistance to silver 
perceptibly weakened as the election approached. 

To gain the support of the silver states in the election campaign of 
1932, both parties made concessions to silver by advocating inter- 
national conferences to discuss the role of the metal.^"* 

During the banking crisis of 1933, when “scrip” was issued and 
barter used, the agitation for silver monetization returned. The West- 
erners feared “a scarcity of money,” The silver mine owners were 
anxious to create a demand for the metal because of the declining 
price. The fall in price (from $1,339 ounce in December, 1920, to 
$.246 in December, 1932) was due to falling demand and increased 
production here and abroad. The latter was in part the result of the 

1 "U.S., Congress, Congressional Record, 72d Cong., 1st Sess., p. 4739. 

House Resolution 247, U.S., Congress, Congressional Record, 72d Cong., ist Sess., 
P- 13317- 

i-For text ot resolutions of the Lausanne Conference see International Conciliation, 
No. 282, September, 1932. 

^^Bratter, “The Silver Episode,” Journal of Political Economy, Vol. XLVI 
(October, 1938), p 629. 

'■*Mr. Roosevelt, in his Salt Lake City address, said: “And one of the greatest of 
questions of international relationship, is that of money, of gold and of silver! I am 
glad to take official notice of the fact that the administration in Washington has at last 
come to recognize the existence of silver. To move in the direction of consideration of 
that question is in accord with the Democratic platform which says: ‘We favor a sound 
currency to be preserved at all hazards and an international monetary conference called 
on the invitation of our government to consider the rehabilitation of silver and related 
questions!” Roosevelt, Public Papers a?td Addresses, Vol. I, pp. 712-713. Republican 
Platform: “We favor the participation by the United States in an international con- 
ference to consider matters relating to monetary questions, including the position of 
silver, exchange problems and commodity prices, and possible cooperative action con- 
cerning them.” Quoted in Bratter, “The Silver Episode,” Journal of Political Economy, 
Vol. XLVI (October, 1938), p. 631. 
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strong demand for copper, zinc, and lead in the production of which 
silver was obtained as a by-product.’"’ The depression decreased the 
demand for silve.', and countries like India and China seemed anxious 
to dispose of their stock. 

Inflationists, such as Wheeler, Pittman, Dies, and Feisinger, re- 
peated the assertion that the low price of silver was hurting trade with 
silver producing countries and that the high price of gold was leading 
to a panic, contraction, and the lack of money. They urged the United 
States Government to create a demand for silver by purchasing and 
remonetizing it. Furthermore, they argued that the high price of 
silver would enable the Orient to increase its imports. They neglected 
the fact that the low price of silver made the Orient an excellent place 
for purchases. 

Because of increasing agitation for inflation of the currency to raise 
the price level during the session of Congress in the spring of 1933, 
impetus was given to a number of bills dealing with silver. These 
ranged from measures proposing purchase of moderate quantities of 
silver at the market price to unlimited free coinage of silver at a 
ratio with gold of 16:1.’® Finally in May, 1933^ silver agitators 
succeeded in convincing Congress of the need for silver legislation. 

SILVER REGULATIONS UNDER THE THOMAS AMEND- 
MENT TO THE AGRICULTURAL ADJUSTMENT ACT, 

MAY 12 , 1933 

Under Section 44 of the Act of May 12, 1933 (48 Stat. 31), the 
President was authorized to fix the weight of the silver dollar at a 
definite ratio with relation to the gold dollar, both nine-tenths fine, 
“at such amounts as he finds necessary from his investigation to 
stabilize domestic prices or to protect the foreign commerce against 
the adverse effect of depreciated foreign currencies.” The President 
was further authorized to provide for the unlimited coinage of gold 
and silver at the ratio so fixed.’’ It was made the duty of the Secretary 
of the Treasury to maintain this ratio. Section 45 of this amendment 
provided for the acceptance by the Treasury of silver at 50 cents an 

Kcmmcrcr, Kemmerer on Monty, p. 118. 

Crawford, Monetary Management under the New Deal, p. 65; Bratter, “The Silver 
Episode,” Journal of Political Economy, Vol. XLVT (October, 1938)1 p. 647. 

The entire amendment is quoted in U.S., Federal Reser\’e Board, Annual Report, 

^ 933 , PP- 267-268. 
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ounce in payment of debts due from any foreign government. The 
total value of the silver so accepted was not to exceed $200,000,000.^® 
The Treasury never received more than 10 percent of the allotted 
amount due to the defaults in intergovernmental payments which 
began at about that time.^® 

SILVER RESOLUTIONS AT THE LONDON ECONOMIC 

CONFERENCE 

The advocates of silver legislation were not satisfied with mere au- 
thorizations and a potential increase of the currency through the 
Thomas Amendment and sought further solace at the World Economic 
Conference, which sat in London from June 12 to July 27, 1933. Sena- 
tor Pittman was one of the United States delegates. When Senator 
Pittman was selected by President Roosevelt as a member of the 
American delegation to the London Conference, it was obvious that 
an effort was to be made to do something, for ostensibly the choice 
of Senator Pittman was due to his connection with the silver issue. 
It was taken for granted that the Senator would devote himself to 
the silver interests. These assumptions proved to be correct. At the 
conference, on June 19, 1933, he advocated an agreement between 
silver consuming and silver producing nations in an attempt to mitigate 
fluctuations in the price of silver.*® The silver consuming nations — 
India, China, and Spain— agreed not to “dump” silver on world 
markets; each country agreed it would not dispose of more than 
an allotted amount of silver for the next four years.^^ The producing 
countries— Australia, Canada, Mexico, Peru, and the United States 
— agreed to absorb 35,000,000 ounces annually for four years. Under 
the terms of the agreement the United States was to take a minimum 
of 70 percent of the 35,000,000 ounces of silver produced annually, 
or approximately 24,500,000 ounces.22 Its allotted amount, therefore, 
constituted a large share of the entire silver production. The pact was 
of enormous importance to the domestic silver industry in the United 
States, inasmuch as it furnished a basis for the subsequent purchase 
of all newly mined domestic silver by the Treasury at a price con- 

48 Stat. 31. 

U.S., Treasury Dept,, Annual Report of the Secretary, ipjj, p. 27. 

i- Pittman Resolution see Pasvolsky, Current Monetary Issues, Appendix 

C, Part II, p, 159 

21 Ibid. 


22 See Table XXII. 
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Table XXII 


SCHEDULE OF REQUIRED ANNUAL SILVER PURCHASES 
UNDER THE ALLOTMENT AGREEMENT OF THE 
LONDON ECONOMIC CONFERENCE, IQSS® 


Country 

ALLOTMENT 

Ounces 

Percent 

Production 
Percent of 
World Total 

U.S.A. 

24,421,410 

69.78 

23.0 

Mexico 

7,159,108 

20.45 

41.4 

Canada 

1,671,802 

4.78 

9.2 

Peru 

1,095,325 

3-13 

7-9 

Australia 

652,355 

1.86 

3-6 

Total 

35,000,000 

100.00 

83.1 


« Brattcr, “The Silver Episode,” Journal of Political Economy, Vol. XLVI (October, 
1938), p. 643. 


siderably above the market. Provisions of the agreement applying 
to countries other than the United States did not represent any ma- 
terial concessions on their part. The major burden of the obligation 
rested upon the United States.-^ 

The results favorable to the cause of silver were due to the per- 
sistence of Senator Pittman and to the fact that Great Britain, France, 
and other important nations were indifferent to the silver pact, but 
were willing to allow the resolution to go through on the assumption 
that the United States Government wanted it.^^ 

The contribution of the London silver pact to the development of 
a currency system managed by the Treasury was fairly substantial. 
The prime motive of the sponsors of the rehabilitation of silver as a 
monetary metal was to advance the interests of the producing in- 
dustry. Nevertheless, the broadening of the metallic base of the 
monetary system, the power given to the Treasury to issue silver 
certificates, and the substantial increase in the amount of currency 
based on silver, and the consequent increase in excess banking re- 
serves must be recognized as factors bearing on currency manage- 
ment. These developments had their roots in the London pact. 

23 Leavens, Silver Afoney, pp. 250-251. 

2* Bratter, “The Silver Episode,” Journal of Political Economy, Vol. XLVI (October, 
1938), p. 635. 
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THE president’s PROCLAMATION, DECEMBER 21 , 

1933, REGARDING SILVER 

In the latter part of 1933 new experiments in currency management 
by the Treasury were launched in the form of purchases of silver. 
The silver program, inaugurated late in December, was put forward 
as part of the movement for higher commodity prices, although the 
sponsors were obviously most interested in its subsidy features. The 
silver agreement of the London Economic Conference was ratified 
for the United States by the presidential proclamation on December 
21, 1933.^^ The preamble of the Proclamation was evidence of the 
part which the silver purchase program was intended to play in cur- 
rency management. The purpose was 

. . . to assist in increasing and stabilizing domestic prices, to augment the 
purchasing power of peoples in silver using countries, to protect our foreign 
commerce against the adverse effect of depreciated foreign currencies, and 
to carry out the understanding between the sixty-six governments that 
adopted the resolution. 

With the issuance of the order there commenced a steady absorp- 
tion of silver into the nation’s currency structure. The ratification 
proclamation provided for the purchase of all American mined silver, 
not merely 24,42 1 ,410 ounces. The order also provided for free coinage 
of silver at the ratio in weight and fineness of the silver dollar to the 
gold dollar. This meant the 16:1 ratio represented by the old dollar 
of 23.22 grains of pure gold and 371.25 grains of pure silver. The 
proclamation limited the free coinage to newly mined domestic silver, 
and it provided that one-half the bullion brought to the mint should 
be retained by the Treasury as seigniorage. 

Since the monetary value of the pure silver contained in a standard 
silver dollar is $1.2929, the retention of one-half the silver as seignior- 
age meant that the producer received $.6464 an ounce. The proclama- 
tion provided that one-half the silver should be coined into standard 
silver dollars, which were to be delivered to the owner of the silver 
in payment. The other half of the silver was to be retained as bullion 
by the Treasury and was not to be disposed of prior to December 
31, 1937, except for coinage. 

Subsequently, Section 12 of the Gold Reserve Act of January 30, 

25 Federal Reserve Bulletin, January, 1934, p. 8. 
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1934 (48 Stat. 337) provided that silver certificates, instead of 
silver dollars, might be issued in payment of silver. The same section 
made it possible for the Treasury to issue currency against all un- 
obligated silver, which included that held as seigniorage. Section 12 
gave the Treasury authority to prescribe different terms and condi- 
tions and to make seigniorage charges for the coinage of silver of 
foreign production different from that of domestic production. It 
gave authority to the President to reduce the weight of the standard 
silver dollar in proportion to the extent to which he reduces the weight 
of the gold dollar.-^ 

The silver purchases initiated under the proclamation served as 
a prelude to the much broader program subsequently adopted in the 
Silver Purchase Act (48 Stat. 1178). 

SILVER PURCHASE ACT OF I934 

As has been previously stated, the major support for a greater use 
of silver in the monetary system came from those anxious to obtain 
assistance for the domestic silver producing industry and the western 
area dependent upon the metal. The arguments for silver legislation 
stressed possible favorable effects upon economic conditions through 
a broader metallic monetary base and issuance of a greater volume 
of currency. The silver advocates believed that their program would 
contribute to an advance in commodity prices,^® 

In the spring of 1934 the enthusiasts for the white metal renewed 
their efforts toward legislation which would increase the price of 
silver. Bills to increase the price of silver were introduced in the House 
by Representatives Feisinger and Dies, but the President did not 
appear to be satisfied with them.-® On May 22 he sent a message to 
Congress incorporating recommendations for silver purchase legisla- 

20 The clauses devoted to silver in the Gold Reserve Act were passed as amendments 
which were sponsored by Senator Pittman. See Bratter, “The Silver Episode,” Journal 
0} Political Economy, Vol. XLVI (October, igjtS), p. 807. 

U.S., Treasury Dept., Annual Report of the Secretary, ip34, p. 193. 

Dies and Pittman asserted that silver or silver certificates would increase the 
supply of currency in circulation and thus raise prices. Also, the widening of the metallic 
base for our currency would stabilize prices, if they were based on two metals, instead 
of one. Sec Commercial and Financial Chronicle, Vol. CXXXVIII (April 4, 1934), 
p. 2506. 

20 House of Representatives, BUI No. 1597; House of Representatives, Bill No. 7581; 
U.S., Conercss, Congressional Record, 73d Cong., 2d Sess., pp. 249, 1795; Bratter, “The 
Silver Episode,” Journal of Political Economy, Vol. XLVI (October, 1938), p. 817. 
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tion along the lines of a compromise agreed to in conferences with 
the Congressional leaders.^® Senator Pittman introduced on the same 
day Senate Bill No. 3658, which had been prepared by the Treasury 
Department under the instruction and supervision of the President. 
This bill became the Silver Purchase Act on June 19, i 934 > (48 Stat. 
1178). 

Section 2 of the Silver Purchase Act declared it to be the policy 
of the United States that the proportion of silver to gold in monetary 
stocks should be increased, with the ultimate objective of having and 
maintaining one-fourth of the total metallic monetary stocks in silver. 

The Secretary of the Treasury was authorized and directed in 
Section 3 to purchase silver at home or abroad with any direct obliga- 
tions, coin, or currency or with any funds in the Treasury not other- 
wise appropriated at such rates, times, and upon such terms and con- 
ditions as he might deem reasonable and most advantageous to the 
public interest. 

Section 3 provided that no purchase of silver should be made at a 
price in excess of the monetary value and, further, that no purchase 
of silver situated in the continental United States on May i, 1934, 
should be made at a price in excess of fifty cents an ounce. 

Under Section 4 the Secretary of the Treasury might sell silver if 
the market price exceeded the monetary value or if silver in the metal- 
lic stock increased above the 25 percent ratio. 

Section 5 governed the issuance of silver certificates. The Treasury 
was required to issue silver certificates up to the cost value of the 
silver acquired under the act. Such certificates should be placed in 
actual circulation. The Secretary of the Treasury was to maintain 
as security for all silver certificates an amount of silver bullion and 
standard silver dollars of a monetary value equal to the face amount 
of the certificates. All silver certificates of the United States were 
declared full legal tender and redeemable on demand in standard 
silver dollars. 

Section 6 insured ample power to the Treasury to regulate silver 
trading in the United States. The Secretary of the Treasury was 
given authority to investigate, regulate, or prevent by means of licenses 
or otherwise the acquisition, importation, exportation, or transporta- 
tion of silver. The penalty for violation of any provision was fixed 


U.S., Congress, Congressional Record, 73d Cong., 2d Sess., p. 9209. 
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at a maximum of $10,000 fine, imprisonment for not more than ten 
years, or both. 

Provisions for nationalization (the taking over by the Government) 
of silver appeared in Section 7. Whenever the Treasurer so desired, 
he was given the authority to require the delivery to the United States 
mints of any or all silver, by whomever owned or possessed. Such silver 
was to be taken in at not less than the fair value as determined by the 
market price over a reasonable period. The silver so acquired would 
be coined into standard silver dollars or otherwise added to the 
monetary stocks of the Nation. The payment for the silver nation- 
alized was to be in standard silver dollars or any other coin equal to 
the monetary value of the silver less seigniorage. 

Section 8 contained the details governing the 50 percent tax on 
silver trading profits. This tax was intended to apply only to specula- 
tive transactions. Its purpose was “to limit undue profits by persons 
who buy silver in competition with the government for the purpose 
of selling it later at a higher price, directly or indirectly to the gov- 
ernment.” 

Section 10 defined the monetary value of silver as “a value cal- 
culated on the basis of $i for an amount of silver or gold equal to the 
amount at the time contained in the standard silver dollar and the 
gold dollar, respectively.” This meant $1.29 an ounce so long as the 
silver dollar remained at its old weight. 

The Silver Purchase Act did not alter the status of silver under the 
century-old law of January 18, 1837 (5 Stat. 136). The weight of the 
standard silver dollar, nine-tenths fine, was 371.25 grains (.9 of 
412.5 grains, which was gross weight). Prior to devaluation of the 
gold dollar the ratio of the 371.25 grains of fine silver in a silver 
dollar to the 23.22 grains of fine gold (.9 of 25.8 grains, which was 
gross weight) in a gold dollar was approximately 16:1. With gold 
worth $20.67 ounce, the monetary value of the silver contained in 
a silver dollar was one-sixteenth of the gold price, or approximately 
$1.29. 

With the reduction of fine gold in the dollar to 13.71 grains, under 
the devaluation proclamation of January 31, 1934, the ratio between 


President’s Proclamation January 31, 1934; sec above, p. 209. 
32 Act of Jurre 28, 1834 (4 Stat. 700); see above, p. 209. 
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the weights of the silver dollar and the gold dollar became 29:1. Since 
there was no change made in the weight of the silver dollar, the 
monetary value of the silver remained $1.29 an ounce. The $1.29 value 
is one-twenty-seventh of the gold price of $35 an ounce. If the Presi- 
dent wei-e to reduce the silver content of the standard silver dollar 
to correspond with the reduction in the gold content of the dollar, 
the result would be a monetary value for silver of $2.19 an ounce.^^ 
If the silver dollar were devalued by the full amount authorized by 
law, the monetary value of silver could be increased to $2.58.^^ The 
Treasury would be in a position to convert the profit into currency if 
any increase were made in the value of silver. The power to increase 
the currency has been recognized as a central banking function. 

At the time of the passage of the Silver Purchase Act, the Treasury 
decided to issue silver certificates up to the monetary value of $1.29 
per ounce against all free silver held by the the Treasury up to June 
14, 1934.^® This policy affected 62,000,000 ounces of silver, which 
made possible the issuance of about $80,000,000 of silver certificates. 
This was an inflationary move and typical of the Treasury’s power 
to increase the currency. Fortunately Section 5 of the Silver Purchase 
Act (48 Stat. 1178) permitted the Treasury to issue silver certificates 
only to a face value equal to the cost of newly purchased silver. Issuing 
silver certificates at cost price was less inflationary than issuing them 
at monetary value. Nevertheless, the possibilities for inflation were 
great under the Silver Purchase Act (48 Stat. 1178), especially if 
the Treasury should attempt to maintain one-fourth of the monetary 
value of the total stocks in silver. Still greater possibilities for inflation 
existed under the terms of the Gold Reserve Act (48 Stat. 337). Under 
Section 12 of the Act of January 30, 1934, the Secretary of the 
Treasury might convert any unobligated silver into currency at its 
monetary value, which meant that the Secretary of the Treasury could 
issue silver certificates for a much larger value than the cost of 

33 The President had this authority under Section 12 of the Gold Reserve Act, 
January 30* i934 (48 Stat. 337). 

3* $20.67 $1.29 or $1.29 = 59.06 per cent of $2.19. 

$35.00 $2.19 

33 A 100 percent increase in the old price of silver, which is the equivalent of a 50 
percent devaluation of the silver dollar, the maximum allowed under Section 12 of the 
Gold Reserve Act (48 Stat. 337)- 

3« U.S., Treasury Dept., Annual Report of the Secretary, ipj4, p. 210. 
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domestic and foreign silver. Section 12 further increased inflationary 
possibilities by giving the President power to change the monetary 
value of silver to correspond with that of gold. 

In conformity with the Silver Purchase Act, the Secretary of the 
Treasury, on June 28, 1934, issued an order forbidding tJie export 
of silver except under license.'*^ The reason for this order was that 
speculative interests were contemplating the exportation of silver with 
the hope of receiving a higher price for domestic silver than the 50 
percent limitation imposed in Section 3 of the Silver Purchase Act 
(48 Stat. 1178). 

On August 9, i 934 » President issued an order for the nation- 
alization of all domestic silver stocks. The owners of silver were to 
receive standard silver dollars, silver certificates, or other currency 
of the United States equal to the monetary value of the silver ounce 
$1.29, less 6 i?^ 5 percent for seigniorage, brassage, and coinage. This 
meant a payment of approximately 50 cents an ounce, a price which 
the Treasury considered fair on the basis of the market value over 
a “reasonable” period. The method of setting the price was deter- 
mined in Section 7 of the Silver Purchase Act (48 Stat. 1178). The 
nationalization order remained in effect until April 28, 1938. Various 
orders of the Secretary of the Treasury regarding silver were revoked 
at that time, including the order of June 28, 1934.^® 

TREASURY OPERATIONS UNDER THE SILVER 

PURCHASE PROGRAM 

There was much opposition from the silver interests to the na- 
tionalization of silver at 50.01 cents an ounce.^** In order to appease 
them, the Treasury decided it was expedient to purchase more silver, 
and the market price of silver rose. To keep pace with the rise in 
market price, the President proclaimed the domestic price on April 
10, 1935, at 71. 1 1 cents an ounce; on April 24 it was set at 77.57 
cents.^^ The world price of silver kept rising, and on April 26, 1935, 

Ibid., pp. 2IO-3I2. 

3 «U.S. Treasury Dept., Annual Report of the Secretary, 1938, p. 266. 

Monetary value of one ounce $1.2929 

Less 61^*5 percent for seigniorage and other mint charges .7928 

Silver certificate issued $ .5001 

^°U.S., Treasury Dept., Annual Report of the Secretary, 1935, p. 360; the order re- 
duced the seigniorage charge to 45 percent. 

Ibid., p. 261 ; the order reduced the seigniorage charge to 40 percent. 
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it was 81.31 cents. When the Treasury failed to raise the domestic 
price, the world price started to sag. There was reason to believe that 
the Treasury failed to raise the price because the Secretary of the 
Treasury was convinced that higher prices for silver would cause 
deflation and depression in China, the largest silver using country.^- 

China abandoned the silver standard in December, 1935, and her 
holdings of silver became available for sale. By February, 1936, the 
world price of silver had dropped to 45.06 cents an ounce, and the 
Treasury adopted that figure for foreign silver.^^ In June, 1934J 
the time of the passage of the Silver Purchase Act (48 Stat. 1 1 78) the 
world price of silver had been 45.125 cents an ounce. The London 
Agreement regarding silver, which was ratified by the United States 
in the Presidential Proclamation of December 21, 1933, expired on 
December 31, 193 7.^“* On December 30, 1937, the Treasury announced 
that domestic producers of silver would receive 64.64 cents an ounce 
instead of 77.57 cents.^^ On March 29, 1938, the Treasury reduced 
its buying price for foreign silver to 43.06 cents, the lowest price 
since the spring of 1934. On December 31, 1938, the Treasury issued 
an order continuing the price of 64.64 cents for domestic silver until 
June 30, 1939,^^ when the President’s authority to establish bimetal- 
lism under the Thomas Inflation Amendment was to expire (Section 
43 of the Agricultural Adjustment Act, May 12, 1933; 48 Stat. 31). 
Commencing in July, 1939, the Treasury has maintained a price of 
35 cents an ounce for foreign silver, which is little more than half 
the price for domestic silver. 

42 Secretary Morgenthau, in testimony before a subcommittee of a House Committee 
on Appropriation on December 16, 1936, said that the Treasury had allowed the 
market price of silver to drop to its natural level because of his belief that it was “not 
in the public interest” to buy foreign silver at a higher price. He said, the price dropped 
“until it found its natural level, which seemed to be around 45(^; and at around 45(^, the 
world price more or less maintains itself, buying as we do.” See U.S., Congress, House, 
Subcommittee of Committee on Appropriations, 75th Cong., 3d Sess., Hearings on 
Treasury Department Appropriation Bill for 1939, p. 34. 

43 U.S., Treasury Dept., Annual Report of the Secretary, 1936, p. 166. 

44 See above, pp. 200-201. 

45 U.S., Treasury Dept., Annual Report of the Secretary, 1938, p. 264; under this 
order dated December 30, 1937, a 50 percent seigniorage charge was restored. The order 
of April 24, 1935, had set a 40 percent seigniorage charge (U.S., Treasury Dept., Annual 
Report of the Secretary, 1935, p. 261). 

40 U.S., Treasury Dept., Annual Report of the Secretary, 1938, p. 185. 

47 U.S., Treasury Dept., Annual Report of the Secretary, 1939, p. 282. 
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THE SILVER PURCHASE ACT OF I939 

In the years following the enactment in 1934 of the Silver Purchase 
Act (48 Stat. 1178), various proposals to amend the law kept the 
subject intermittently before Congress. Senator Thomas proposed, 
on March 23, 1935, a bill providing for the issuance of silver certifi- 
cates to the full monetary value of the silver acquired by the Treasury, 
not merely to the extent of the cost, and providing that silver certifi- 
cates should be kept actively in circulation.^® The Treasury opposed 
this bill."*® Representative White of Idaho introduced on January 5^ 
1937, a bill for the free coinage of silver at a ratio of 16 to i based 
on the new value of gold.^® Senator Pittman, on January 19, 19^^^ 
introduced a bill for the purchase of domestic newly mined silver 
at the full monetary value of $1.29 an ounce, but restricting foreign 
silver at prices within the discretion of the Secretary of the Treasury.®^ 
On April 10, 1939, Representative White introduced a resolution au- 
thorizing'the President to call an international conference of nations 
for the purpose of entering into an agreement for an unlimited coinage 
and full legal tender of both gold and silver at a fixed ratio.®^ These 
measures were not given serious consideration. 

The silver bloc achieved one of its greatest victories when Congress 
provided for the purchase of all domestic silver mined after July 
1939, at a price of 71.H cents an ounce. The new law, approved by 
the President on July 6, 1939, made a seigniorage charge of 45 percent 
on silver brought to the mints.’’® While the price was not as high as 
the silver group would have liked, it represented an increase over 
the existing price of 64.64 cents an ounce.^^ The world price at the 

U.S., Congress, Congressional Record, 74th Cong., ist Sess., p. 4362. 

p. 4349. 

House Resolution 113, U.S., Congress, Congressional Record, 7sth Cong., ist Sess., 
p. 26. 

51 Senate Resolution 800, U.S., Cong., Congressional Record, 76th Cong., ist Sess., 
p. 471. 

52 House Resolution 262, U.S., Congress, Congressional Record, 76th Cong., ist Sess., 


p. 4055- 

55 Section 4b (53 Stat. 998): 

Monetary value $1.2929 

Less-45 % seigniorage 5818 

Payment to owner $ .7111 


5 » Presidential Order of December 30, 1937, U.S., Treasury Dept., Annual Report of 
the Secretary, igjiS, p. 264; Presidential Order of December 31, 1938, U.S., Treasury 
Dept., Annual Report of the Secretary, igjg, pp. 282-283. 
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time of the passage of the Act of July 6, 1939 (53 Stat. 998), had 
dropped below 40 cents. 

Senator Pittman frankly stated that the purpose of the Silver Pur- 
chase Act of 1939 was to provide a subsidy for the domestic silver 
industry.®® No mention was made of the objectives of the silver pur- 
chase program; namely, “to assist in increasing and stabilizing do- 
mestic prices, to augment the purchasing power of peoples in silver 
using countries, and to protect our foreign commerce against the 
adverse effect of depreciated foreign currencies.” Such statements 
had been made in the Presidential Proclamation of December 21, 

1933.58 


THE TREASURY, SILVER, AND RESERVES 

It was asserted that since silver certificates would be issued at cost 
price, not at the monetary value of the purchased silver, there would 
be no serious increase in the amount of currency in circulation or 
risk of inflation. This opinion was not only based on the belief that 
more money cannot be kept in circulation than is needed considering 
all such factors as business conditions, general confidence, and hoard- 
ing. It was supported by the fact that the new issues of silver certifi- 
cates coincided with the gradual withdrawal of national bank notes 
from circulation due to the calling of the bonds carrying the note- 
issuing privilege.” The increase in circulation of silver certificates 
(i933“i94o) was about $1,220,963,000 and was offset by the de- 
crease in circulation of about $754,459,000 of national bank notes 
and $103,472,000 of federal reserve bank notes.®® While no actual 
inflation resulted from the silver purchase policy, it must be remem- 
bered that a possibility for inflation was created and still exists. 

The following arithmetic problem, based on Dr. Johnson’s book, 
might illustrate the points: Suppose the Treasury were to buy 
1,000 ounces of silver at 71.11 cents an ounce, it will thereupon put 
$711.10 worth of silver valued at $1.2929 an ounce, or about 550 

”U.S., Congress, Congressional Record, 76th Cong., ist Sess., pp. 8562-8563. 

‘^Federal Reserve Bulletin, January, 1934, p. 8; see above, pp. 245-246. 

” On March ii, 1935, the Treasury announced that it would retire on -July i, 
?6oo,ooo,ooo of 2 percent consols of 1930, and on August i, $75,000,000 Panama Canal 
bonds of 2916-1936 and 2918-1938. U.S., Treasury Dept., Annual Report of the 
Secretary, ipjy, p. 22; see also above, pp. 146, 177-179, and Appendix VII, below. 

U.S., Treasury Dept., Annual Report of the Secretary, ig4o, p. 810. 

Johnson, The Treasury and Monetary Policy, 1933-1938, p. 194. 
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ounces, into “Silver in General Fund” and will add $319.99 to “seig- 
niorage” (the difference between $711.10 and the cost of the 550 
ounces) ; the residue, 450 ounces will be valued at cost and the result- 
ing $3 19.99 added to “silver bullion” (cost value) . The revalued silver 
will remain in “Silver in General Fund” until the Treasury actually 
deposits $711.10 of silver certificates with the Federal Reserve banks 
thus increasing its working balance and eventually member bank re- 
serves. 


Silver in general fund: 550 ounces X 1*2929 = $711.10 
Seigniorage: 550 ounces X .5818= 319.99 

Silver bullion (cost): 450 ounces X .7111 = 319.99 

Now it becomes immediately evident that by permitting silver to 
accumulate in “Silver in General Fund” or by withdrawing such silver 
the Treasury can significantly influence movements in member bank 
reserves; that item measures the lag between the purchase of silver 
and the issuance of certificates against the revalued portion. Of course 
if the increase or decrease in that item represents merely a correspond- 
ing reduction or rise in the Treasury balances at the Federal Reserve 
banks, the effects of changes in that item are temporarily offset. In 
practice the Federal Reserve banks draw on the “Silver in General 
Fund” whenever they can dispose of the silver certificates. The effect 
on member bank reserves has been relatively insignificant and has 
therefore been ignored because of the huge expansion of reserves 
from other causes.®*^ 


Of vastly more importance, however, is the item “silver bullion” 
(cost value) which the Treasury holds in reserve; it measures the 
power of expansion by issuing silver certificates at monetary value 
($1,29). Senator Thomas and other silverites realized that this pos- 
sibility for inflation existed and urged the issuance of silver certificates 
against unobligated bullion. They maintained that in general a higher 
price level and recovery could be achieved by expanding the cur- 
rency.®^ However, the Treasury had stated that it had no intention 
of using the unobligated bullion.®- Yet it cannot be supposed that the 
bullion will remain unused forever. At some time in the near future, 
perhaps by easy stages or in time of war or depression, the bullion 


00 Ibid. 

U.S., Congress, Congressional Record, 74th Cong., 1st Sess., pp, ii9iS<*xx92i. 
U.S., Treasury Dept., Annual Report of the Secretary, ipjy, pp. 264-265. 
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is likely to be drawn upon, and the potential expansion of member 
bank reserves is likely to be realized.®^ Still another way to inflate 
the currency is implicit in the President’s power to reduce the weight 
of the silver dollar to the same extent to which he reduces the weight 
of the gold dollar.®^ The President has not devalued the silver dollar, 
but if he did so the profits from devalution could be used. 

FUTURE OF THE SILVER PURCHASE POLICY 

OF THE TREASURY 

The truth is that the leadership in the United States Treasury is 
now convinced of the expense and folly of the silver purchase program. 
Secretary Morgenthau announced that “he would raise no objection 
to the abandonment of the American silver purchase program.” ®® It 
is not surprising that after eight years the silver purchase program 
should have lost the sympathy of the Roosevelt administration. Its 
monetary significance was lost many years ago. It is no consolation 
to know that it helped reflation, since today the Federal Reserve 
System still has excess reserves. Far from “rehabilitating” silver as 
a monetary metal in the eyes of governments and peoples everywhere, 
the silver purchase policy drove the metal out of circulation from 
the few countries that still adhered to this standard. On the other 
hand, the program has afforded an opportunity to foreign holders to 
unload their silver on the United States Treasury in exchange for 
gold at extremely favorable prices; and, of course, domestic producers 
have profited by subsidy prices. As long as the United States Treasury 
continues to pay a subsidized price for domestic silver, abandonment 
of the purchase of foreign silver would raise no great resentment. 

Discussion about the suspension of silver purchases culminated 
in the passage of a Senate bill, May 9, 1940, repealing the Silver 
Purchase Acts and directing the sale of surplus silver.®® Fear that the 
purchase of silver might cease has resulted in the fall of the price 
of silver.®^ Subsequent adjustment of the world price of silver must 

Johnson, The Treasury and Monetary Policy, 1933-1938, p. 195. 

Section 12 of the Gold Reserve Act (48 Stat. 337). 

« 5 The Economist (London) Vol. CXLI (August 16, 1941), p. 206. 

Senate Resolution 785 sponsored by Senator Townsend, U.S., Congress, Con- 
gressional Record, 76 Cong., 3d Sess., p. 8950. 

y The price in May, 1940, was 35 cents an ounce which figure the Treasury main- 
tained since July, 1939. The average for the fiscal year 1939 was 42.9 cents. U.S., 
Treasury Dept., Annual Report of the Secretary, 1939, p. 174. 
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depend on the policy of the United States Treasury, which as the 
holder of the world^s largest stock of the metal, will, whether it likes 
it or not, be the arbiter of the metaPs fate. If it refuses to buy, there 
may be an appreciable slump in the price. If it attempts to sell, the 
word “slump” would be quite inadequate to describe the movement 
in the quotation. 

However, American silver holdings are now so large that they 
cannot possibly be liquidated in the measurable future. A mere sus- 
pension of further purchases would present the silver markets with 
the formidable task of attempting to absorb current production, now 
running at a high level due to the war demand for lead and zinc. Such 
a move would be an especially severe blow to Mexico, and it is pos- 
sible in this case that some exception from the suspension of further 
purchases might be made in return for a suitable quid pro quo on the 
oil question. 

Whether the cessation of the silver purchase program of the Treas- 
ury will be achieved is still unknown. But under the present policy 
the Treasury, like a central bank, is in a position to influence the 
currency and the reserves of the commercial banks of the country. The 
Treasury can issue silver certificates against the “silver bullion” held 
in reserve.'*® The Treasury is still operating under the instructions 
of Section 2 of the Silver Purchase Act (48 Stat. 1178) to accumu- 
late silver until the 3:1 ratio is attained. Meanwhile the continued 

Table XXIII 


MONETARY 

STOCKS OF GOLD 

AND SILVER, 

1934-1941* 

Date 

Gold 

($35 per fine ounce) 

Silver 

($1.29 per fine ounce) 

Ratio of Silver 
to 

Gold and Silver 
in Monetary Stocks 

June 30, 1934 

$ 7,856,200,000 

$ 898,200,000 

10.3 

June 30, 193s 

9,115,600,000 

1,463,100,000 

13-8 

June 30, 1936 

10,608,400,000 

2,249,500,000 

I 7 -S 

June 30, 1937 

12,318,300,000 

2,542,100,000 

17.2 

June 30, 1938 

12,963,000,000 

3,066400,000 

19. 1 

June 30, 1939 

16,110,000,000 

3,605,200,000 

18.3 

June 30, 1940 

19,963,100,000 

3 , 935400,000 

16.5 

June 30, 1941 

22,624,198,000 

4,148,700,000 

iS -5 


®U.S., Treasury Dept., Bulletin, May 1943, p. 76. 
Section 12, Gold Reserve Act (48 Stat. 337). 
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inrush of gold has emphasized the huge amounts of silver which would 
have to be acquired to realize the desired 25 percent goal.®® Finally, 
if the President should devalue the silver dollar,"^® the Treasury would 
realize a profit from devaluation and member bank reserves would 
be correspondingly increased by the expenditure of the profit. 

See Table XXIII. Section 12, Gold Reserve Act (48 Stat. 337). 


CHAPTER XI 


Conclusion and Future of Treasury 

Central Banking 

T he final status of the Treasury as the real central bank of the 
United States, in fact, if not in theory, was attained, not by any 
sudden or dramatic change, but by a long-continued and persistent 
enhancement of Treasury powers. Even in the earliest days of the 
republic the Treasury exercised monetary as well as fiscal functions 
In fact, as is shown in Chapter II, the first intimation of the exercise 
of central banking functions by the Treasury of the United States 
may be regarded as dating from the very organization of the Treasury 
Department. At that time the legislators did not intend to endow the 
Treasury with the powers of a central bank. They were opposed to 
the concept of centralized government, and the very idea of a central 
bank was distasteful to them. But by delegating to the Treasury the 
safekeeping and disbursing of public funds. Congress inevitably 'pro- 
vided the Treasury with a means for influencing the reserves of com- 
mercial banks. By the simple device of depositing Treasury funds the 
Treasury could raise the reserves of commercial banks and increase 
their power to extend credit. The withdrawal of funds, if on a large 
enough scale, would result in a substantial decrease of reserves and 
would diminish their ability to extend credit.' More specifically if 
the Treasury desired to aid a bank which could not meet the cash de- 
mands of its creditors, the Treasury could strengthen the distressed 
bank by depositing funds with it.= But even if the United States 
Treasury had no desires to influence the money market, it has from 
the beginning been a deciding factor in the banking field, because it 

has always been in the unique position of being the largest receiver 
and disburser of funds. 

Originally reluctant to act as a central bank, the Treasury has at 
times left the details of central banking operations to other institu- 

> See above, pp. 3-9. : See above, pp. 18-J4. 
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tions. The first example of such delegation was the case of the first 
Bank of the United States. This bank was expected to deal in a limited 
amount of the public debt (open-market operations), to conserve the 
sf>ecie stock of the nation, to subject the commercial banks of the 


country to the obligation of the redemption of their notes, to insist 

upon bank note currency of uniform value, free from the danger 

of local depreciation, and to secure satisfactory conditions of clearance 

and transfer among the banks.'^ Thus early in our financial history 

the Bank of the United States shared what we now consider to be 

central banking functions with the Treasury Department, and neither 

the public nor Congress were fully aware of the implication that such 

powers constituted a modest beginning of central banking on the 

part of these Government agencies. But the trend had set in. For 

awhile there seemed to be no further increase in central banking 
activities by the Treasury. 


During the period between the first Bank of the United States and 
the second Bank of the United States the Treasury continued its 
original functions and exercised the same influence as heretofore. 
Thereafter the second Bank of the United States was again given 
the duties and responsibilities previously exercised by the first Bank 
of the United States. But even during the life of the second Bank of 
the United States the Treasury, in its fiscal operations, continued to 
wield monetary powers, while the Federal bank did much of the work 
of the Treasury without equaling its influence. After the abolition 
of the second bank the power of the Treasury was greatly increased. 
The Treasury became more dominant in the monetary sphere during 
the era of state banking, when no national bank existed and chaotic 
conditions in banking prevailed." Treasury activities exceeded any- 
thing seen before when the Treasury tried to mitigate the effects of 
the Panic of 1837. 


Due partly to politics and partly to the public’s ignorance of bank- 
ing needs, a third Federal bank was not chartered. Thus, the pos- 
sibility of a rival central banking institution was eliminated, and 
the Treasury was left in possession of the field. In 1840 the Inde- 
pendent Treasury System was created for the express purpose of 
severing the connection between the banks of the country and the 
Government. In its original form this system lasted only a few months, 

' See above, pp. . See above, pp. 3(^-3!. 
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but it was revived some six years later, and it continued in operation 
for many decades. However, the legislators kept the Independent 
Treasury in its dominant position, resembling that of a central bank- 
ing agency, by continuing its former fiscal functions. After 1846 
the Treasury was to keep the public funds safe in its own vaults. It 
was to accept only specie payments and make disbursements in specie. 
This requirement gave to the country a foundation for sound cur- 
rency and to the Treasury a position as its monetary guardian. 

In the actual operation of the Independent Treasury System the 
Treasury, while carrying on its normal fiscal duties, also went far 
into the field of monetary control. Various secretaries of the Treasury 
saw that the United States needed a central banking agency with the 
power of coordinating the monetary processes with the rest of the 
activities in the economic order. Guided by these secretaries, the 
Treasury often intentionally filled the gap created by the absence of 
a special central bank. It extended relief to banks in times of difficulty 
(Panic of 1857), influenced prices of goods and securities, issued 
paper money, and regulated the supply of credit through various 
fiscal devices.® 

With the establishment of the National Banking System the trend 
toward a concentration of the central banking activities in the Treas- 
ury seemed to be temporarily interrupted. But it soon reasserted itself. 
The National Banking System was established in 1864 to help the 
Treasury finance the Civil War by creating a market for Govern- 
ment bonds. At first glance this step would seem to deprive the 
Treasury of some central banking influence. The national banks were 
made Government depositories of all funds received in payment of 
Government obligations and for receipts from internal revenue the 
national banks also maintained a uniform bank-note currency by issu- 
ing notes based upon Government bonds, which in turn were backed 
by Government credit. The National Banking Act provided for defi- 
nite reserve requirements against deposit liabilities, but no agency 
existed within the National Banking System which offered rediscount- 
ing facilities. It is true that the Treasury did not possess the discount 
power, but through various fiscal devices, it could and did alter the 
quantity and percentage requirements of commercial bank reserves; ® 
and control over the reserves of banks is the core of central banking 

5 See above, pp. 52-57, 60. 0 See above, pp. 68-70, 75-76, 78-S3. 
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power. The Treasury employed fiscal devices in attempting to re- 
store normal business conditions during the Panic of 1873, the 
monetary stringency of 1890, the Panic of 1893, and the Panic of 
1907. In fact the Treasury under Secretary Shaw (1901-1907) went 
so far as to anticipate and avoid the regular autumnal stringency 
caused by the annual marketing of the crops. Throughout this period 
the influence of the Treasury upon the banking system became more 
certain and effective. 

By the first decade of the twentieth century the Independent Treas- 
ury was clearly recognized as the central banking agency, and fear was 
expressed, both by some secretaries of the Treasury and by the public, 
that the combination of fiscal and central banking power in the hands 
of the Treasury was unwise.® The objection was not against central 
banking as such. The banking community had become accustomed 
to reliance upon a central banking agency, the Treasury, for aid in 
normal times and particularly in times of crisis. Now the banking 
community agitated for a separate central bank. This bank was to 


be free from governmental influence and to have specific powers over 
the monetary system, including the rediscounting function. As a re- 
sult, an apparently independent central banking system, the Federal 
Reserve System, was evolved, which was intended by the legislators 


to replace the Treasury as the 


and banking system.® 


policy-making agency of the money 


This hope was not realized. Unusual circumstances following the 
establishment of the Federal Reserve System worked against its as- 
sumption of a role of leadership in the money market. In World War I 
the Treasury assumed the guardianship of the money market, and 
the Federal Reserve System became subordinate to the Treasury.’® 
At the close of the first World War it was again hoped that the Fed- 
eral Reserve System would assume a more independent position and 
establish itself as the true central bank of the United States, and 
this period of the twenties is marked by at least some decline in 
Treasury influence in the monetary field.” This reversal of the trend 
toward greater central banking control by the Treasury, however, 
was short-lived, as all similar periods in Treasury history had been. 


7 See above, pp. 104-110. a See above, p. 131. 9 See above, pp. 132-133 

See cha>p. vu for description of the war period. 

See chap, viii, which covers the events of the nineteen-twenties. 
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Because of the Government’s desire to bring about recovery, it 
introduced a system of managed currency in the 1930’s. This situa- 
tion meant doom to the ideal of an independent central banking system 
and its subordination to a government-controlled currency and credit 
system. The legislators gave to a more directly responsible Govern- 
ment agency, the United States Treasury, various central banking 
powers more potent for the meeting of financial emergencies than any 
ever possessed by the Federal Reserve System. The Federal Reserve 
System still continues its discounting and open-market operations 
but these traditional activities have been correlated to Government 
policies and are overshadowed by the gold policies of the Treasury 
by the latent powers of the stabilization fund,*- and by the silver 
policies of the Treasury.'^ 

The early years of the nineteen forties again enhanced the position 
of the Treasury. The United States is now an active participant in 
World War II. Once again all energies are directed to the great aim 
of winning a war. Again the leadership of the Treasury in the monetary 
field is unquestioned. This phenomenon is in accordance with the past 
procedure established in earlier American banking history, wherein 
the Treasury always assumed the powers normally intrusted to a 
central bank or central banking system whenever a great emergency 
arose which, it was thought, required the mobilization under one 
command of all resources including the monetary and banking system. 

The immediate future is not likely to reverse this trend. As long 
as the war and its inevitable aftermath last, there seems to be little 
possibility that the Treasury will withdraw from its extraordinary 
activities and dominance in the field of monetary policy. If we add 
to these special war activities the normal fiscal functions of the Treas- 
ury, greatly expanded as they are by the high level of Government 
expenditures, it seems evident that the war economy plus the apparent 
need for continued governmental action after the war indicate that 
in the predictable future monetary control will probably not be vested 
in the hands of an independent central bank, but will remain entwined 
with fiscal policies and be a part thereof. This linking of monetary 
and fiscal powers is merely another manifestation of the seemingly 
irresistible trend toward greater centralized control of our economy 
through increased governmental activity. 

^-Sce chap, ix, which describes the activities of the gold policies. 

See chap, x, which treats the silver program. 
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APPENDIX I 


Secretaries of the Treasury and the Presidents 

under Whom They Served” 


Presidents 


Secretaries of the Treasury 


Term of Service 


From 



Washington 
Adams, J. 
Jefferson 
Madison 


Monroe 
Adams, J. Q. 
Jackson 


Van Buren 

Harrison 

Tyler 


Polk 

Taylor 

Fillmore 

Pierce 

Buchanan 


Lincoln 


Johnson 

Grant 


Alexander Hamilton, N.Y. 
Oliver Wolcott, Conn. 

Oliver Wolcott, Conn. 

Samuel Dexter, Mass. 

Samuel Dexter, Mass. 

Albert Gallatin, Pa. 

Albert Gallatin, Pa. 

George W. Campbell, Tenn. 
Alexander J. Dallas, Pa. 
William H. Crawford, Ga. 
William H. Crawford, Ga. 
Richard Rush, Pa. 

Samuel D. Ingham, Pa. 

Louis McLane, Dela. 

William J. Duane, Pa. 

Roger B. Taney, Md. 

Levi Woodbury, N.H. 

Levi Woodbury, N.H. 
Thomas Ewing, Ohio 
Thomas Ewing, Ohio 
Walter Forward, Pa. 

John C. Spencer, N.Y. 

George M. Bibb, Ky. 

George M. Bibb, Ky. 

Robert J. Walker, Miss. 
William M. Meredith, Pa. 
William M. Meredith, Pa. 
Thomas Corwin, Ohio 
James Guthrie, Ky. 

Howell Cobb, Ga. 

Philip F. Thomas, Md. 

John A. Dix, N.Y. 

Salmon P. Chase, Ohio 
William P. Fessenden, Me. 
Hugh McCullough, Ind. 

Hugh McCullough, Ind. 
George S. Boutwell, Mass. 
William A, Richardson, Mass. 


Sept. 

II 

, 1789 

Jan. 

31 . 1795 

Feb. 

3 

, 1795 

Mar. 

3,1797 

Mar. 

4 

, 1797 

Dec. 

31, 1800 

Jan. 

I 

, 1801 

Mar. 

3, 1801 

Mar. 

4 

, 1801 

May 

13, 1801 

May 

14 

, i8oi 

Mar. 

3, 1809 

Mar. 

4 

, 1809 

Apr. 

17, 1813 

Feb. 

9 

, 1814 

Oct. 

5, 1814 

Oct. 

6: 

, 1814 

Oct. 

21, 1816 

Oct. 

22 

, 1816 

Mar. 

3 , 1817 

Mar. 

4 : 

, 1817 

Mar. 

6, 1825 

Mar. 

7 , 

, 1825 

Mar. 

5, 1829 

Mar. 

6, 

, 1829 

June 

20, 1831 

Aug. 

8, 

1831 

May 

28, 1833 

May 

29 , 

.1833 

Sept. 

22, 1833 

Sept. 

23 , 

1833 

June 

2S, 1834 

July 

I, 

1834 

Mar. 

3, 1837 

Mar. 

4 , 

1837 

Mar. 

3, 1841 

Mar. 

6, 

1841 

Apr. 

4, 1841 

Apr. 

S, 

1841 

Sept. 

II, 1841 

Sept. 

13 , 

1841 

Mar. 

1, 1843 

Mar. 

8, 

1843 

May 

2, 1844 

July 

4 , 

1844 

Mar. 

4 , 1845 

Mar. 

5 , 

184s 

Mar. 

7 , 1845 

Mar. 

8. 

184s 

Mar. 

S, 1849 

Mar. 

8, 

1849 

July 

9, 1850 

July 

10, 

1850 

July 

22, 1850 

July 

23, 

1850 

Mar. 

6, 1853 

Mar. 

7 , 

1853 

Mar. 

6, 1857 

Mar. 

7 , 

1857 

Dec. 

8, i860 

Dec. 

12, 

i860 

Jan. 

14, i86r 

Jan. 

IS, 

1861 

Mar. 

6, 1861 

Mar. 

7 . 

1861 

June , 

30, 1864 

July 

5 , 

1864 

Mar. 

3, 1865 

Mar. 

9 , 

1865 

Apr. 

iS,J865 

Apr. 

16, 

1865 

Mar. 

3, 1869 

Mar. 

12, 

1869 

Mar. : 

16, 1873 

Mar. 

17, 

1873 

June 

3, 1874 


® U.S., Treasury Dept., Annual Report of the Secretary, igj 2 , pp. xxvii-xxi- US 
Treasury Dept., Annual Report of the Secretary, ipjj, p. xiU. * 
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Term of Service 

Presidents Secretaries of the Treasury From jo 



Benjamin H. Bristow, Ky. 

June 

4,1874 

June 

20,1876 


Lot M. Morrill, Me. 

July 

7, 1876 

Mar. 

3 , 1877 

Hayes 

Lot M. Morrill, Me. 

Mar. 

4,1877 

Mar, 

V f if 

9,1877 


John Sherman, Ohio 

Mar. 

10, 1877 

Mar. 

3 , 1881 

Garfield 

William Windom, Minn. 

Mar. 

8, i88x 

Sept. 

19, 1881 

Arthur 

William Windom, Minn. 

Sept. 

20, 1881 

Nov. 

13, 1881 


Charles J. Folger, N.Y. 

Nov. 

14, 1881 

Sept. 

4, 1884 


Walter A. Gresham, Ind. 

Sept. 

25, 1884 

Oct. 

30, 1884 


Hugh McCullough, Ind. 

Oct. 

31, 1884 

Mar. 

3, 1881; 

Cleveland 

Hugh McCullough, Ind. 

Mar. 

4, 1885 

Mar. 

7 , 1885 


Daniel Manning, N.Y. 

Mar. 

8, 1885 

Mar. 

31, 1887 


Charles S. Fairchild, N.Y, 

Apr. 

I, 1887 

Mar. 

3 , 1889 

Harrison, B. 

Charles S. Fairchild, N.Y. 

Mar. 

4, 1889 

Mar. 

6, i88g 


William Windom, Minn. 

Mar. 

7, 1889 

Jan. 

29, 1891 


Charles Foster, Ohio 

Feb. 

23, 1891 

Mar. 

3 , 1893 

Cleveland 

Charles Foster, Ohio 

Mar. 

4,1893 

Mar. 

6, 1893 


John G. Carlisle, Ky. 

Mar. 

7,1893 

Mar. 

3 , 1897 

McKinley 

John G. Carlisle, Ky. 

Mar. 

4, 1897 

Mar. 

S, 1897 


Lyman G. Gage, 111 . 

Mar. 

6, 1897 

Sept. 

14, 1901 

Roosevelt, T. 

Lyman G. Gage, 111 . 

Sept. 

IS, 1901 

Jan. 

31, 1902 


L. M. Shaw, Iowa 

Feb. 

1, 1902 

Mar. 

3 , 1907 


George B. Cortclyou, N.Y. 

Mar. 

4, 1907 

Mar. 

7 , 1909 

Taft 

Franklin MacVeagh, 111 . 

Mar. 

8, 1909 

Mar. 

5 , 1913 

Wilson 

W. G. McAdoo, N.Y. 

Mar. 

6, 1913 

Dec. 

15,1918 


Carter Glass, Va. 

Dec. 

16, 1918 

Feb. 

I, 1920 


David F. Houston, Mo. 

Feb. 

2, 1920 

Mar. 

3 , 1921 

Harding 

Andrew W. Mellon, Pa. 

Mar. 

4, 1921 

Aug. 

2,1923 

Coolidge 

Andrew W. Mellon, Pa. 

Aug. 

3,1923 

Mar. 

3,1929 

Hoover 

Andrew W. Mellon, Pa. 

Mar. 

4,1929 

Feb. 

12,1932 


Ogden L. Mills, N.Y. 

Feb. 

13,1932 

Mar. 

3 , 1933 

Roosevelt, F. D. 

William M. Woodin, N.Y. 

Mar. 

4,1933 

Dec. 

31,1933 


Henry Morgenthau, Jr., N.Y. 

Jan. 

1, 1934 

To date 
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United States Treasury Balances in Treasury 
Vaults and in Depository Banks" 

BALANCE IN THE TREASURY 


Dates 

1789 — December 31 

1790 — March 31 

1790 — June 30 

1790 — September 30 

1790 — December 31 

1791 — June 30 

1791 — September 30 

1791 — December 31 

1792 — March 31 

1792 — June 30 

1 792 — September 30 

1792 — December 31 

1793 — March 31 
U93— June 30 

1793 — December 3 1 

1794 — December 3 1 

1795 — December 3 1 

1796 — December 31 

1797 — December 31 

1 798 — December 3 1 

1799 — December 31 

1 800 — December 3 1 

1801 — December 3 1 

1 802 — December 3 1 

1803 — December 31 

1804 — December 3 1 

1805 — December 31 

1806 — December 31 

1807 — December 31 

1808 — December 31 

1809 — December 3 1 

1810 — December 31 
i8u — December 3 1 


In Treasury 
Offices 


$10,490.54 


232.14 


In Depository 

Number oj 
Depository 

Banks 

Total 

Banks 

$ 28,239.61 

$ 28,239.61 

3 

60,613,14 

60,613.14 

3 

155,320.23 

155,320.23 

3 

349,670.23 

349,670.23 

3 

570,023.80 

570,023.80 

3 

571,699.00 

582,189.54 

3 

679,579.99 

679,579.99 

4 

973,905.75 

973,905.75 

6 

751 , 377-34 

751,377.34 

6 

623,133-61 

623,133.61 

9 

420,914.51 

420,914.51 

9 

783,212.37 

783,444.51 

8 

^035,973.09 

1,035,973.09 

8 

561,435-33 

561,435-33 

8 

753,661.69 

753,661.69 

8 

1,151,924.17 

1,151,92417 

8 

516,442.61 

516,442.61 

8 

888,995.42 

888,995.42 

8 

1,021,899.04 

1,021,899.04 

8 

617,451-43 

617,451.43 

8 

2,161,867.77 

2,161,867.77 

8 

2,623,311.99 

2,623,311.99 

8 

3,295,391-00 

3,295,391-00 

8 

5,020,697.64 

5,020,697.64 

8 

4,825,611.60 

4,825,611.60 

^4 

4,037,005.26 

4,037,005.26 

16 

3,999,388.99 

3,999,388,99 

15 

4,538,123.80 

4,538,123,80 

15 

9,643,850.07 

9,643,850.07 

15 

9,941,809.96 

9,941,809.96 

15 

3,848,056.78 

3,848,056.78 

15 

2,672,296.57 

2,672,296.57 

15 

3,502,305.80 

3,502,305.80 

15 
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TREASURY BALANCES 



In Treasury 

In Depository 

Number of 
Depositors 

Dates 

Offices 

Banks 

Total 

Banks 

1812 — December 3 1 

• • • 

$ 3,862,217.41 

$ 3,862,217.41 

15 

1813 — December 31 

• • • 

5,196,542.00 

5,196,542.00 

IS 

1814 — December 31 

• « « 

1,727,848.63 

1,727.848.63 

15 

1815 — December 31 

« « • 

13,106,592.88 

13,106,592.88 

IS 

181O — December 31 

• * 4 

22,033,519.19 

22,033,519.19 

94 

1817 — December 31 

• • « 

14,989,465.48 

14,989,465.48 

94 

1818 — December 31 

• • • 

1,478,526.74 

1,478,526.74 

29 

iSig — December 31 

• 4 • 

2,079,992.38 

2,079,992.38 

29 

1820 — December 31 

4 4 « 

1,198,461.21 

1,198,461.21 

29 

1821 — December 31 

4 4 4 

1,681,592.24 

1,681,592,24 

29 

1822 — December 31 

• 4 4 

4,193,690.68 

4.193,690.68 

58 

1823 — December 31 


9 , 431 , 333-20 

9 , 431 , 333-20 

55 

1824 — December 31 

4 4 4 

1,887,799.80 

1,887,799-80 

58 

1825 — December 31 

• 4 4 

5,296,306.74 

5,296,306.74 

60 

1826 — December 31 


6,342,289.48 

6,342,289.48 

56 

1827 — December 31 


6,649,604.31 

6,649,604.31 

S6 

1828 — December 31 

444 

5,965,974-27 

5,965,974.27 

59 

1829 — December 31 

• 4 4 

4,362,770.76 

4,362,770.76 

40 

183a— December 3 1 

■ 4 4 

4,761,409.34 

4,761,409.34 

40 

1831 — December 31 

444 

3,053,513.24 

3,053,513.24 

50 

1832 — Decembcr3i 

4 4 4 

911,863.16 

911,863.16 

41 

1833 — December 31 

444 

10,658,283.61 

10,658,283.61 

62 

1834 — December 31 

4 4 4 

7,861,093.60 

7,861,093.60 

24 

1835 — December 31 

4*4 

25,729,315-72 

25,729,315.72 

44 

1836 — December 31 

$ 700,000.00 

45,056,833.54 

45,756,833-54 

91 

1837 — December 31 

1,025,610.63 

5 , 779 , 343-01 

6,804,953.64 

54 

1838 — December 31 

1,268,827.62 

5,364,887.61 

6,633,715.23 

43 

i33q — D ecember 31 

691,097.04 

3,992.319.44 

4,683,416.48 

27 

1840 — December 31 

1,414,029.62 

290,532.18 

1,704,561.80 

11 

1841 — December 31 

205,330.74 

170.361.73 

375.692.47 

19 

1842 — December 31 

380.199.04 

1,699,709.09 

2,079,908.13 

26 

1843— June 30 

669,889.11 

10,525,267.10 

11.195,156.21 

30 

1844 — June 30 

390,199.04 

8,222,651.19 

8,612,850.23 

34 

1845— June 30 

725.199-04 

7-385,450.82 

8,110,649.86 

43 

1846 — June 30 

768,000.00 

8,915,869.83 

9,683,869.83 

49 

1847 — June 30 

5.446,382.16 

♦ • 4 

5,446,382,16 

49 

1848 — June 30 

75S.332-I5 

• « * 

758,332.15 


1849 — June 30 

3,208,822.43 

« • • 

3,208,822.43 


1850 — June 30 

7,431,022.72 

■ • • 

7,431,022.72 


1851— June 30 

12,142,193.97 

• • • 

12,142,193.97 


1852— June 30 

15.097,880.36 

• • V 

15,097,880.36 


1853— June 30 

22,286,462.49 

• • • 

22,286,462.49 


1854— June 30 

20,300,636.61 

• * % 

20,300,636.61 


185s— June 30 

19,529,841.06 

• • • 

19,529,841.06 


1856 — June 30 

20,304,844.78 

• • • 

20,304,844.78 


1857— June 30 

18,218,770.40 

• • • 

18,218,770.40 


1858— June 30 

6,698,157.91 

» • • 

6,698,157.91 


1859— June 30 

4,685,625.04 

• • • 

4,685.6:5.04 


i860 — June 30 

3,931,287.72 

ft • 4 

3,931.287,72 


1861 — June 30 

2,005,285.24 

ft ft ft 

2,005,285.24 


1862 — June 30 

18,265,984.84 

ft ft ft 

18,265,984.84 
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Number of 




In T reasury 

In Depository 

Depository 


Dates 

Offices 

Banks 

Total 

Banks 

1863- 

—June 30 

$ 8,395,443.73 

• • • 

$ 8,395,443.73 


1864- 

—June 30 

72,022,019.71 

$ 39,980,756.39 

112,002,776.10 

204 

1865- 

—June 30 

2,374,744.10 

24,066,186.19 

26,440,930.29 

330 

1866 — June 30 

78,352,599.12 

34,124,171.54 

112,476,770.66 

382 

1867- 

—June 30 

135.270,243.53 

25,904,930.78 

161,175,174.31 

385 

1868- 

—June 30 

92,353,732.90 

22 , 779 , 797-62 

115,133,529-82 

370 

1869- 

—June 30 

117,944,915.43 

8,597,927-34 

126,542,842.77 

276 

1870 — June 30 

105,279,800.67 

8,206,180.34 

113,485,981.01 

148 

1871- 

—June 30 

84,819,993.41 

6,919,745-59 

91,739,739.00 

159 

1872- 

—June 30 

61.935.76346 

12,501,595.08 

74,437,358.54 

163 

1873- 

—June 30 

52,528,793.53 

7,233,551-n 

59,762,346.64 

158 

1874- 

—June 30 

64,723,630.48 

7,435,966.69 

72,159,597.17 

154 

1875- 

—June 30 

51,712,042.19 

11,562,679.52 

63,274,721.71 

145 

1876 — June 30 

51,427,414.23 

7,520,194.76 

58,947,608.99 

143 

1877- 

—June 30 

84,394,007.01 

7,299,999.28 

91,694,006.29 

14s 

1878- 

—June 30 

130,570,578.15 

46,928,268.56 

177,498,846.71 

124 

1879- 

-June 30 

159.020,734.90 

208,033,840.24 

367,054,575.14 

127 

1880- 

-June 30 

160,528,170.50 

7,771,233-90 

168,299,404.40 

131 

1881- 

-June 30 

173.974,146.61 

8,704,830.83 

182,678,977.44 

130 

1882- 

-June 30 

152,941,618.24 

9,381,712.90 

162,323,331.14 

134 

1883- 

-June 30 

151,579,255.91 

9,803,381.79 

161,382,637.70 

140 

1884- 

-June 30 

154,557,552.96 

10,488,827.63 

165,046,380.59 

135 

1885- 

-J une 30 

171,851,780.21 

10,770,579-96 

182,622,360.17 

132 

1886- 

-June 30 

218,277,107.25 

13,822,070.80 

232,099,178.05 

160 

1887- 

-June 30 

188,625,383.03 

18,975,315.41 

207,600,698.44 

200 

1888- 

-June 30 

189,395,440.65 

54,698,728.36 

244,094,169.01 

290 

1889- 

-June 30 

167,646,333.23 

43,090,750.53 

210,737,083.76 

270 

1890 — June 30 

164,061,481.40 

26,779,703.32 

190,841,184.72 

205 

i8gi- 

-June 30 

135,448,137.33 

21,399,689.16 

156,847,826.49 

185 

1892- 

-June 30 

118,728,662.52 

10,450,130.01 

129,178,792.53 

159 

1893- 

-June 30 

114,862,278.94 

9,962,526.00 

124,824,804.94 

160 

1894- 

-June 30 

108,462,220.55 

10,423,767.61 

118,885,988.16 

155 

1895- 

-June 30 

185,369,687.37 

10,978,505.80 

196,348,193.17 

160 

1896 — June 30 

258,221,832.65 

11,415,474.42 

269,637.307-07 

160 

1897- 

-June 30 

232,304,043.90 

12,162,158.05 

244,466,201.95 

168 

1898— 

-June 30 

175,438,942.32 

33,843,700.81 

209,282,643.13 

172 

1899- 

-June 30 

214,193,189.26 

70,295,326.94 

284,488,516.20 

357 

1900 — June 30 

214,206,233.65 

92,621,371.72 

306,827,605.37 

442 

1901— 

-J une 30 

234,964.115.04 

93,442,683.09 

328,406,798.13 

448 

1902— 

-June 30 

245,045,797.03 

117,141,564.13 

362,187,361.16 

577 

1903- 

-June 30 

248,685,097.53 

140,001,016.70 

388,686,114.23 

713 

1904- 

-June 30 

217,591,929.57 

104,459,638.45 

322,051,568.02 

842 

1905- 

-June 30 

230,674,025.59 

64,803,466.30 

295,477,491-89 

837 

1906— 

-June 30 

249,958,296.77 

80,731,058.05 

330,689,354.82 

928 

1907- 

-June 30 

255,257,493.51 

166,803,951.96 

422,061,445.47 

1255 

1908— 

-June 30 

247,479,310.94 

147,692,036.79 

395,171,347.73 

1436 

1909 — June 30 

215,947,902.41 

60,427,525.69 

276,375,428.10 

1414 

1910 — June 30 

216,263,086.09 

40,631,589.58 

256,894,675.67 

1380 

1911— 

-June 30 

254,128,166.75 

36,048,759.38 

290,176,926.13 

1362 

1912— 

-June 30 

279,239,692.85 

37,912,786.14 

317,152,478,99 

1353 

1913- 

-June 30 

246,214,851.64 

69,746,133.15 

315,960,984.79 

1535 
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Dates 


In Treasury 

In Depository 


Number of 
Depository 

Offices 

Banks 

Total 

Banks 


1914 — June 30 

1915— June 30 

1916 — June 30 

1917 — June 30 

1918 — June 30 


$ 234 , 941 ) 577.40 

178,481,503.73 

184,524,331.24 

152,979.025-63 

152,979.025-63 


$ 76,671,038.13 

78,665,638.68 

146,946,109.97 

967,247,123.48 

623,774,518.85 


$ 311,612,615.53 1584 

257.147.142.41 1491 

331,470,441-21 1381 

1,120,226,149.11 3402 

776,753,544.48 7962 


APPENDIX III 


Receipts and Expenditures for the Fiscal Years 

1789-1941 “ 


year 

1789-91 December 31 

1792 December 31 

1793 December 31 

1794 December 31 

1795 December 31 

1796 December 31 

1797 December 31 

1798 December 31 

1799 December 31 

1800 December 31 

1801 December 31 

1802 December 31 

1803 December 31 

1804 December 31 

1805 December 31 

1806 December 31 

1807 December 31 

1808 December 31 

1809 December 31 

1810 December 31 

1811 December 31 

1812 December 31 

1813 December 31 

1814 December 31 

1815 December 31 

1816 December 31 

1817 December 31 

1818 December 31 



T otal Ex- 

Surplus (+) or 


penditures 

Deficit ( — ) of 


Chargeable 

Ordinary Receipts 


against 

over Expenditures 

Total Ordinary 

Ordinary 

Chargeable against 

Receipts 

Receipts 

Ordinary Receipts 

$4,418,931 

$4,269,027 


3,669,960 

5,079,532 

— 174097572 

4,652,923 

4,482,313 

+ 170,610 

5,431,905 

6,990,839 

—1,558,934 

6,114,534 

7,539,809 

1,425,275 

8,377,530 

5,726,986 

+2,650,544 

8,688,781 

6,133,634 

+2,555,147 

7,900,496 

7,676,504 

+223,992 

7,546,813 

9 , 666,455 

—2,119,642 

10,848,749 

10,786,075 

+62,674 

12.935,331 

9,394,582 

+3,540,749 

14 , 995,794 

7,862,118 

+7,133,676 

11,064,098 

7,851,653 

+3,212,445 

11,826,307 

8,719,442 

+3,106,865 

13,560,693 

10,506,234 

+3,054,459 

15.559,931 

9,803,617 

+5,756,314 

16,398,019 

8,354,151 

+8,043,868 

17,060,662 

9,932,492 

+7,128,170 

7 , 773,473 

10,280,748 

—2,507,275 

9,384,215 

8,156,510 

+1,227,705 

14,423,529 

8,058,337 

+6,365,192 

9,801,133 

20,280,771 

—10,479,638 

14,340,410 

31,681,852 

—17,341.442 

11,181,625 

34,720,926 

—23,539,301 

15,729,024 

32,708,139 

—16,979,115 

47,677,671 

30,586,691 

+17,090,980 

33,099,050 

21,843,820 

+11,255,230 

21,585,171 

19,825,121 

+1,760,050 
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2 72 RECEIPTS AND EXPENDITURES 


Vear 

Total Ordinary 
Receipts 

Total Ex- 
penditures 
Chargeable 
against 
Ordinary 
Receipts 

Surplus (+) or 
Deficit ( — ) of 
Ordinary Receipts 
over Expenditures 
Chargeable against 
Ordinary Receipts 

1819 December 31 

$24,603,375 

$21,463,810 

+?37l397S6s 

1820 December 31 

17,880,670 

18,260,627 

—379)957 

1821 December 31 

14,573,380 

15,810,753 

+ii237,373 

1822 December 31 

20,232,428 

15,000,220 

+ 5)232,208 

1823 December 31 

20,540,666 

14,706,840 

+5)833,826 

1824 December 31 

19,381,213 

20,326,708 

—945)495 

1825 December 31 

21,840,858 

15,857,229 

+5)983)629 

1826 December 31 

25,260,434 

17,035,797 

+8,224,637 

1827 December 31 

22,966,364 

16,139,168 

+6,827,196 

1828 December 31 

24,763,630 

16,394,843 

+8,368,787 

1829 December 31 

24,827,627 

15,203,333 

+9,624,294 

1830 December 31 

24,844,116 

15,143,066 

+ 9 ) 701,050 

1831 December 31 

28,526,821 

15,247,651 

+^3)2 79)170 

1832 December 31 

31,865,561 

17,288,950 

+ 14 ) 576 , 6 x 1 

1833 December 31 

33,948,427 

23,017,552 

+10,930,875 

1834 December 31 

21,791,936 

18,627,569 

+3)164,367 

1835 December 31 

35,430,087 

17,572,813 

+ ^7)857, 274 

1836 December 31 

50,826,796 

30,868,164 

+19,958,632 

1837 December 31 

24,954,153 

37,243,496 

—12,289,343 

1838 December 31 

26,302,562 

33,863,059 

— 7)562497 

1839 December 31 

31,482,749 

26,899,128 

+ 4 ) 583,621 

1840 December 31 

19,480,115 

247317,579 

—4,837,464 

1841 December 31 

16,860,160 

26,565,873 

—9,703,713 

1842 December 31 

19,976,198 

25,205,761 

—5,229,563 

1843 January i- 

8,302,702 

11,858,075 

—3)555)373 

June 30 

1844 June 30 

29,321,374 

22,337,571 

+6,983,803 

1845 June 30 

29,970,106 

22,937,408 

+7,032,698 

1846 June 30 

29,699,967 

27,766,925 

+1,933,042 

1847 June 30 

26,495,769 

37,281412 

—30,785,643 

1848 June 30 

35,735,779 

45,377,226 

— 9 , 641,447 

1849 June 30 

31,208,143 

45,051,657 

—13,843,514 

1850 June 30 

43,603,439 

39,543,492 

+4,059,947 

1851 June 30 

52,559,304 

47,709,017 

+4,850,287 

1852 June 30 

49,846,816 

44,194,919 

+5,631,897 

1853 June 30 

61,587,054 

48,184,111 

+13402,943 

1854 June 30 

73,800,341 

58,044,862 

+15,755479 

1855 June 30 

65,350,575 

59,742,668 

+5,607,907 

1856 June 30 

74,056,699 

69,571,026 

+4485,673 
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Year 

1857 June 30 

1858 June 30 

1859 June 30 

1860 June 30 

1861 June 30 

1862 June 30 

1863 June 30 

1864 June 30 

1865 June 30 

1866 June 30 

1867 June 30 

1868 June 30 

1869 June 30 

1870 June 30 

1871 June 30 

1872 June 30 

1873 June 30 

1874 June 30 
187s June 30 

1876 June 30 

1877 June 30 

1878 June 30 

1879 June 30 

1880 June 30 

1881 June 30 

1882 June 30 

1883 June 30 

1884 June 30 

1885 June 30 

1886 June 30 

1887 June 30 

1888 June 30 

1889 June 30 

1890 June 30 

1891 June 30 

1892 June 30 

1893 June 30 

1894 June 30 

1895 June 30 


Total Ordinary 
Receipts 

$ 68,965,313 
46,655,366 
53,486,465 
56,064,608 
41,509,931 
51,987,456 
112,163,790 
264,626,771 
333,714,605 
558,032,620 
490,634,010 
405,638,083 

370,943,747 

411,255,477 

383,325,945 

374,106,868 

333,738,205 

304,978,756 

288,000,051 

294,095,865 

281.406.419 

257,763,879 

273,827,185 

333,526,611 

360,782,293 

403,525,250 

398,287,582 

348,519,870 

323,690,706 

336,439,726 

371,403,277 

379,266,075 

387,050,059 

403,080,984 

392,612,447 

354,937,784 

385,819,629 

306,355,316 

324.729.419 


Total Ex- 
penditures 
Chargeable 
against 
Ordinary 
Receipts 

? 67,795,708 
74,185,270 

69,070,977 

63,130,598 

66,546,645 

474,761,819 

714,740,725 

865,322,642 

1,297,555,224 

520,809,417 

357,542,675 

377,340,285 

322,865,278 

309,653,561 

292,177,188 

277,517,963 

290.345.243 

302,633,873 

274,623,393 

265,101,085 

241,334,475 

236,964,327 

266,947,884 

267,642,958 

260,712,888 

257,981,440 

265.408.138 

244.126.244 
260,226,935 

242.483.139 

267,932,181 

267,924,801 

299,288,978 

318,040,711 

365,773,904 

345,023,331 

383,477,953 

367,525,281 

356,195,298 


Surplus ( 4 *) or 
Deficit ( — ) of 
Ordinary Receipts 
over Expenditures 
Chargeable against 
Ordinary Receipts 

+$1,169,605 

—27,529,904 

—15,584,512 

—7,065,990 

—25,036,714 

—422,774,363 

—602,043,434 

—600,695,871 

—963,840,619 

+37,223,203 

+133,091,335 

+28,297,798 

+48,078,469 

4-101,601,916 

+91,146,757 

+96,588,905 

+43,392,960 

+$2,344,883 

+13,376,658 

+28,994,780 

+40,071,944 

+20,799,522 

+6,879,301 

+65,883,653 

+100,069,405 

+145,543,810 

+132,879,444 

+104,393,626 

+63,463,771 

+93,956,587 

+103,471,096 

+111,341,274 

+87,761,081 

+85,040,273 

+26,838,543 

+9,914,453 

+2,341,676 

—61,169,965 

—31,465,879 


2 74 RECEIPTS AND EXPENDITURES 


Year 


Total Ordinary 
Receipts 


1896 June 30 

1897 June 30 

1898 June 30 

1899 June 30 

1900 June 30 

1901 June 30 

1902 June 30 

1903 June 30 

1904 June 30 

1905 June 30 

1906 June 30 

1907 June 30 

1908 June 30 

1909 June 30 

1910 June 30 

1911 June 30 

1912 June 30 

1913 June 30 

1914 June 30 

1915 June 30 

1916 June 30 

1917 June 30 

1918 June 30 

1919 June 30 

1920 June 30 

1921 June 30 

1922 June 30 

1923 June 30 

1924 June 30 

1925 June 30 

1926 June 30 

1927 June 30 

1928 June 30 

1929 June 30 

1930 June 30 

1931 June 30 

1932 June 30 

1933 June 30 

1934 June 30 


$338,142,447 

347,721,70s 

405.321,335 

515,960,621 

567,240,852 

587,685,338 

562,478,233 

561,880,722 

541,087,085 

544,274,685 

594,984,446 

665,860,386 

601,861,907 

604,320,498 

675,511,715 

701,832,911 

692,609,204 

724,111,230 

734,673,167 

697,910,827 

782,534,548 

1,124,324,795 

3,664,582,865 

5,152,257,136 

6,694,565,389 

5,624,932,961 

4,109,104,131 

4,007,135,481 

4.012.044.702 
3,780,148,68s 
3,962,755,690 
4,129,394,441 
4,042,348,156 

4,033,250,225 

4.177.941.702 
3,189,638,632 
2,005,725,437 
2,079,696,742 

3,115,554,050 


Total Ex- 
penditures 
Chargeable 
against 
Ordinary 
Receipts 

$332,179,446 

365,774,159 

443,368,583 

605,072,179 

520,860,847 

524,616,925 

485,234,249 

517,006,127 

583,659,900 

567,278,914 

570,202,278 

579,128,842 

659,196,320 

693,743,885 

693,617,065 

691,201,512 

689,881,334 

724,511,963 

735,081,431 

760,586,802 

734,056,202 

1,977,681,751 

12.697.836.705 

18.522.894.705 
6,482,090,191 

5.538.209.190 
3,795,302,500 
3,697,478,020 
3,506,677,715 

3,529,643,446 

3,584,987,874 

3,493,584,519 

3,643,519,87s 

3.848.463.190 
3,994,152487 

4,091,597,712 

4,947,776,888 

4,325,149,722 

6,370,947,347 


Surplus (- 1 -) or 
Deficit ( — ) of 
Ordinary Receipts 
over Expenditures 
Chargeable against 
Ordinary Receipts 

—$14,036,999 

—18,052454 

—38,047,248 

—89,111,558 

+46,380,005 

+63,068,413 

+77,243,984 

+44,874,595 

—42,572,815 

—23,004,229 

+24,782,168 

+86,731,544 

—57,334,413 

—89,423,387 

—18,105,350 

+10,631,399 

+2,727,870 

—400,733 

—408,264 

—62,675,975 

+48,478,346 

-853,356,956 

-9,933,253,840 

-13,370,637,369 

+212475,198 

+86,723,772 

+313,801,651 

+309,657,461 

+505,366,987 

+250,503,239 

+377,767,816 

+635,809,921 

+398,828,281 

+184,787,035 

+183,789,215 

-901,959,080 

—2,942,051451 

—2,245452,980 

—3,255,393,297 
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Year 

193s June 30 

1936 June 30 

1937 June 30 

1938 June 30 

1939 June 30 

1940 June 30 

1941 June 30 


Total Ordinary 
Receipts 

$3,800,467,202 

4,115,956,615 

5,028,840,237 

5 , 854 , 661,227 

5 , 164 , 823,626 

5,387,124,670 

7 , 607 , 211,852 


T otal Ex- 
penditures 
Chargeable 
against 
Ordinary 
Receipts 

$7,583,433,562 

9 , 068 , 885,572 

8 , 281 , 379,956 

7 , 304 , 287,108 

8 , 765 , 338,031 

9,127,373,806 

12,774,890,324 


Surplus ( 4 ) or 
Deficit ( — ) of 
Ordinary Receipts 
over Expenditures 
Chargeable against 
Ordinary Receipts 

—$3,782,966,360 

—4,952,928,957 

—3,252,539,719 

— 1 , 449 , 625,881 

—3,600,514,405 

—3,740,249,136 

— 5 , 167 , 678,472 



Customs Receipts “ 1789-1941 
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APPENDIX V 


Public Debt, Interest Paid on Public Debt, 

Public Debt Retired 

1789-1941 



Amount of 

Interest on 

Total Public 
Debt Retire- 
ments Charge- 
able against 
Public Debt 


Public 

the Public 

Receipts and 

Year 

Debt^ 

Debt b 

Surplus Revenue ^ 

Dec. 30, 1791 

$77,227,924 

$ 2,349437 

$2,938,512 

1792 

80,358,634 

3,201,629 

4,062,038 

1793 

78,427,404 

2,772,242 

3,047,263 

1794 

80,747,587 

3490,293 

2,311,286 

1795 

83,762,172 

3489,151 

2,985,260 

1796 

82,064,479 

3,195,055 

2,640,792 

1797 

79,228,529 

3,300,043 

2,492,379 

1798 

78,408,669 

3,053,281 

937,013 

1799 

82,976,294 

3,186,288 

1410,589 

1800 

83,976,294 

3,374,705 

1,203,665 

1801 

80,712,632 

4,412,913 

2,878,794 

1802 

77,054,686 

4,125,039 

5,413,966 

1803 

86,427,120 

3,848,828 

3,407,331 

1804 

82,312,150 

4,266,583 

3,905,205 

1805 

75,723,270 

4,148,999 

3,220,891 

1806 

69,218,398 

3,723408 

5,266,477 

1807 

65,196,317 

3,369,578 

2,938,142 

1808 

57,023,192 

3,428,153 

6,832,092 

1809 

53,173,217 

2,866,075 

3,586,479 

1810 

48,005,587 

2,845,428 

5,163,477 

18II 

45,209,737 

2,465,733 

5,543,471 


o Figures from 1791 to 1857 were taken from the U.S., Treasury Dept.» .4nnr4ai Rf- 
port oj the Secretary, iqoo, p. xeix. Figures from 1S58 to 1941 were taken from the 
U.S., Treasury Dept., Annual Report of the Secretary, PP- 4*7i 550-55'- 
Annual Report of the Secretary, 1940, pp. 646. 647, 648. 649. 
f Figures from 1791 to 1931 were taken from the U.S., Treasur>' Dept., .4nnMai Re- 
port of the Secretary, 1931, p. 457- Figures from 1932 to 194' were computed by the 
Assistant Commissioner of Accounts, of the Treasur>’ Dept., for the author. 


PUBLI 


year 

Amount of 
Public 
Debt 

Dec. 30, 1812 

$55,962,827 

1813 

81,487,846 

1814 

99,833,660 

1815 

127 , 334,933 

1816 

123,491,965 

1817 

103,466,633 

1818 

95,529,648 

1819 

91,015,566 

1820 

89,987,427 

1821 

93,546,676 

1822 

90 , 875,877 

1823 

90,269,777 

1824 

83,788,432 

1825 

81,054,059 

1826 

73,987,357 

1827 

67 , 475,043 

1828 

58,421,413 

1829 

48,565,406 

1830 

39,123,191 

1831 

24,322,235 

1832 

7,001,698 

1833 

4,760,082 

1834 

33,733 

1835 

37,513 

1836 

336,957 

1837 

3,308,124 

1838 

10,434,221 

1839 

3,575,343 

1840 

5,250,875 

1841 

13,594,480 

1842 

20,201,226 

June 30, 1843 

32,742,922 

1844 

23,461,652 

1845 

15 , 925,303 

1846 

15,550,202 

1847 

38,826,534 

1848 

47,044,862 

1849 

63,061,858 

1850 

63 , 452,773 


DEBT 

279 

Total Public 
Debt Retire- 
ments Charge- 
able against 

Interest on 

Public Debt 

the Public 

Receipts and 

Debt 

Surplus Revenue 

$2,451,273 

$1,998,350 

3,599,455 

7,505,668 

4,593,239 

3,307,305 

5,754,469 

6,874,354 

7,213,259 

17,657,804 

6,389,210 

19,041,826 

6,016,447 

15)2797755 

5,163,538 

2,540,388 

5,126,097 

3,502,397 

5,087,274 

3,279,822 

5,172,578 

2,676,371 

4,922,685 

607,332 

4,996,562 

11,571,832 

4,366,769 

7,728,576 

3,973,481 

7,067,602 

3,486,072 

6,517,597 

3,098,801 

9,064,637 

2,542,843 

9,841,025 

1,913,533 

9,442,215 

1,383,583 

14,790,795 

772,562 

17,067,748 

303,797 

1,239,747 

202,153 

5,974,412 

57,863 

328 


21,823 

14,997 

5,590,724 

399,834 

10,718,154 

174,598 

3,912,016 

284,978 

5,315,712 

773,550 

.7,801,990 

523,595 

338,013 

1,833,867 

11,158,451 

1,040,932 

7,536,349 

842,723 

375,100 

1,119,215 

5,596,068 

2,390,825 

13,038,373 

3,565,578 

12,804,829 

3,782,331 

3,655,035 



2 80 PUBLIC 


Year 

Amount of 
Public 

Debt 

June 30, 1851 

$68,304,796 

1852 

66,199,341 

1853 

59,804,661 

1854 

42,243,765 

185s 

35,588,499 

1856 

31,974,081 

1857 

28,701,375 

1858 

44,913,424 

1859 

58,498,381 

i860 

64,843,831 

1861 

90,582,417 

1862 

524,177,955 

1863 

1,119,773,681 

1864 

1,815,830,814 

1865 

2,677,929,012 

1866 

2,755,763,929 

1867 

2,650,168,223 

1868 

2,583,446,456 

1869 

2,545,110,590 

1870 

2,436,453,269 

1871 

2,322,052,141 

1872 

2,209,990,838 

00 

0^ 

2,151,210,345 

1874 

2,159,932,730 

1875 

2,156,276,649 

1876 

2,130,845.778 

1877 

2,107,759,903 

1878 

2,159,418,315 

1879 

2,298,912,643 

1880 

2,090,908,872 

1881 

2,019,285,728 

1882 

1,856,915,644 

1883 

1,721,958,918 

1884 

1,625,307,444 

1885 

1,578,551,169 

1886 

1,555,659,550 

1887 

1,465,485,294 

1888 

1,384,631,656 

1889 

1,249,470,511 


DEBT 

Interest on 

Total Public 
Debt Retire- 
ments Charge- 
able against 
Public Debt 

the Public 

Receipts and 

Debt 

Surplus Revenue 

$3,696,721 

? 654,951 

4,000,298 

2 , 151,754 

3,665,833 

6 , 412,574 

3,071,017 

17 , 574,145 

2,314,375 

6,656,066 

1,953,822 

3,614,619 

1,678,26s 

3,276,606 

1,567,056 

7 , 505,251 

2,638464 

14,702,543 

3 , 177,315 

14,431,350 

4,000,174 

18,142,900 

13 , 190,325 

96,096,922 


181,086,63s 

53,685,422 

384,793,665 

77,397,712 

591,785,660 

133,067,742 

514,094,370 

143 , 781,592 

558,279,011 

140,424,046 

583,783439 

130,694,243 

115,460,526 

129,235,498 

117.775,308 

125,576,566 

178,630,961 

117,357,840 

257,708,218 

104,750,688 

65,063,994 

107,119,815 

137,445,003 

103,093,545 

125,450,502 

100,243,271 

162,077,302 

97,124,512 

176,290,280 

102,500,875 

156,007,870 

105 , 327,949 

487,938,927 

95 , 757,575 

286,836,853 

82,508,741 

98,455,380 

71,077,207 

183,313,863 

59,160,131 

461,983,037 

54 , 578,379 

128,124,025 

51,386,256 

74,304,860 

50,580,146 

74,141431 

47 , 741,577 

165 , 327,657 

44 , 715,007 

125,026,170 

41,001,484 

167,674,910 


PUBLI 


Year 

Amount of 
Public 
Debt 

June 30, 1890 

$1,122,396,584 

1891 

1,005,806,561 

1892 

968,218,841 

1893 

961,431,766 

1894 

1,016,897,817 

1895 

1,096,913,120 

1896 

1,222,729,350 

1897 

1,226,793,713 

1898 

1,232,743,063 

1899 

1,436,700,704 

1900 

1,263,416,913 

1901 

1,221,572,245 

1902 

1 , 178 , 031,357 

1903 

1 , 159 , 405,913 

1904 

1,136,259,016 

1905 

1,132,357,095 

1906 

1,142,522,970 

1907 

1 , 147 , 178,193 

1908 

1,177,690,403 

1909 

1 , 148 , 315,372 

1910 

1 , 146 , 939.969 

1911 

1,153,984,937 

1912 

1,193,838,505 

1913 

1 , 193 , 047,743 

1914 

1,188,235,400 

1915 

1,191,264,068 

1916 

1,225,145,568 

1917 

2,975,618,585 

1918 

12,243,628,719 

1919 

25,482,034,419 

1920 

24,297,918,412 

1921 

23,976,250,608 

1922 

22,964,079,190 

1923 

22 , 349 , 687,758 

1924 

21,251,120,427 

1925 

20,516,272,174 

1926 

19,643,183,079 

1927 

18,510,174,266 

1928 

17,604,290,563 


DEBT 

28 

Total Public 
Debt Retire- 
ments Charge- 
able against 

Interest on 

Public Debt 

the Public 

Receipts and 

Debt 

Surplus Revenue 

$36,099,284 

$138,297,689 

37,547,135 

126,332,084 

23,378,116 

40,580,808 

27,264,392 

9 , 747>555 

27,841,406 

11,185,983 

30,978,030 

15,562,919 

35,385,029 

18,517,253 

37,791,110 

22,470,858 

37,585.056 

45.932,522 

39,896,925 

31,271,639 

40,160,333 

40,699,851 

32,342,979 

54,749,237 

29,108,045 

76,309,193 

28,556,349 

42,880,919 

24,646,490 

497559,702 

24,590,944 

26,462,599 

24,308,576 

24,968,847 

24,481,158 

55,827,298 

21,426,138 

73,891,907 

21,803,836 

104,996,770 

21,342,979 

33,049,696 

21,311,334 

35,223,336 

22,616,300 

28,648,328 

22,899,108 

24,191,611 

22,863,957 

26,961,327 

22,902 ,897 

17,253,491 

22,900,869 

24,668,914 

24,742,702 

677,544,783 

189,743,277 

7,806,879,075 

619,215,569 

15,837,566,010 

1,020,251,622 

17.036,444,272 

999,144,731 

8,759,212,164 

991,000,759 

6,607,836,513 

1,055.923,690 

7,361,162,070 

940,602,913 

2,847,802,415 

881,806,662 

3,420,773,791 

831,937,700 

3,394,070,467 

787,019,578 

5,798,528,112 

731,764,476 

7,220,978,399 


PUBLIC DEBT 


Year 

June 30, 1929 

1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

1939 

1940 

1941 


Amount of 
Public 
Debt 

$16,931, 197. 748 
16,185,308,299 

16,801,485,143 

19,487,009,766 

22,538,672,164 

27.053.085.988 

28,701,167,092 

33.545.384,622 

36,427.091.021 

37,167,487.451 

40,445.417-318 

42,971,043,956 

48,978,919,410 


Jnlerest on 
the Public 
Debt 

$678,330,400 

659.347,613 

611,559,704 

599.276,631 

689,364,106 

756,617,127 

820,926,353 

749,396,802 

866,384,331 

926,280,714 

940,539,764 

1,040,935.697 
1 ,1 10,692.812 


Total Public 
Debt Retire- 
ments Charge- 
able against 
Public Debt 
Receipts and 
Surplus Revenue 

?5,317,830,844 

3,914,976,016 

5,516,858,677 

6,536,071,584 

6,183,815,625 

8,708,648,497 

10,904,152,952 

8,873,168,693 

6,606,313,719 

8,815,338,536 

9,750,609,992 

10,508,671,945 

11,788,219,407 


APPENDIX VI 


Number of Colonial and State Banks 

from 1774 to 1872“ 



Number of 


Number of 


Number of 

Year 

Banks 

Year 

Banks 

Year 

Banks 

1774 

4 ^ ^ 

1816 

246 

1844 

696 

1784 

3 

1817 


184s 

707 

1790 

4 

i8i8 

27 

1846 

707 

1791 

6 

1819 

^ 4 

1847 

71S 

1792 

16 

1820 

307 

1848 

751 

1793 

17 

1821 

28 

1849 

782 

1794 

17 

1822 

33 

1850 

824 

179s 

23 

1823 

34 

1851 

879 

1796 

24 

1824 

37 

1852 


1797 

25 

1825 

41 

1853 

750 

1798 

25 

1826 

55 

1854 

1,208 

1799 

26 

1827 

60 

I8SS 

1,307 

1800 

28 

1828 

108 

1856 

i >398 

1801 

31 

1829 

329 

1857 

1,416 

1802 

32 

1830 

329 

1858 

1,422 

1803 

36 

1831 

91 

1859 

1,476 

1804 

59 

1832 

172 

i860 

1,562 

1805 

75 

1833 

175 

1861 

1,601 

1806 

15 

1834 

506 

1862 

1,492 

1807 

16 

183s 

704 

1863 

1,466 

1808 

16 

1836 

713 

1864 

1,089 

1809 

29 

1837 

788 

1865 

349 

1810 

28 

1838 

829 

1866 

297 

1811 

88 

1839 

840 

1867 

272 

1812 

29 

1840 

901 

1868 

247 

1813 

♦ » « 

1841 

784 

1869 

259 

1814 

« r • 

1842 

692 

1870 

32s 

1815 

208 

1843 

691 

1871 

452 

“ U.S., 

Comptroller of 

the Currency. 

Annual Re- 

M 

00 

566 


port, igt6, Table 95, pp. 913, 914. 


APPENDIX VII 



Money in Circulation, by Kinds, at the End 
of Each Fiscal Year, 1800-1940“ 

(In thousands of dollars) 


June 30 

Estimated 

Bank 

Notes Outstanding 

Estimated 

Specie in 

United Stales 

Total 
Money in 
Circulation 

1800 

$10,500 

$16,000 

$26,500 

1810 

28,000 

27,000 

55,000 

1820 

44,800 

22,300 

67,100 

1830 

61,000 

26,344 

87,344 

1831 

77,000 

26,04s 

103,045 

1832 

9I7500 

25,897 

117,397 

1833 

9I7500 

28,638 

120,138 

1834 

94,840 

29,296 

124,136 

183s 

103,692 

42,108 

145,800 

1836 

140,301 

60,000 

200,301 

1837 

149,186 

68,000 

217,186 

1838 

116,139 

82,500 

198,639 

1839 

135.171 

84.533 

219,704 

1840 

106,969 

79,336 

186,305 

1841 

107,290 

79,013 

186,303 

1842 

83.734 

79,770 

163,504 

1843 

58,564 

88,550 

147,114 

1844 

75.168 

92,142 

167,310 

184s 

89,609 

88,341 

177,950 

1846 

105,552 

88,874 

193426 

1847 

105,520 

118,299 

223,819 

1848 

128,506 

103,899 

232,405 

1849 

114,743 

117,815 

232,558 

1850 

131.367 

147,395 

278,762 

00 

155.165 

175,089 

330,254 

1852 

171.673 

189,368 

361,041 

1853 

188,181 

214,057 

402,238 


® Figures from 1800 to 1859 were compiled from U.S., Treasury Dept., **Information 
Respecting U.S. Bonds, Paper Currency and Coin, Production of Precious Metals, etc., 
pp. 45-46. Figures from i860 to 1912 were taken from U.S., Treasur>* Dept., /tnnuoi 
Report of the Secretary, sq2S, pp. 554 - 555 - Fipures from 1913 to 1941 w*ere taken 
from U.S., Treasury Dept., Annual Report of the Secretary, 1941, p. 627. 



MONEY IN CIRCULATION 285 


June JO 

Estimated 

Bank 

Notes Outstanding 

Estimated 

Specie in 

United States 

Total 
Money in 
Circulation 

1854 

$204,689 

$220,862 

$425,551 

i8ss 

186,952 

231,068 

418,020 

1856 

195,748 

230,099 

425,847 

i 8 S 7 

214,779 

242,288 

457,067 

1858 

155,208 

253,602 

408,810 

1859 

193,307 

245,661 

438,968 
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MONEY IN CIRCULATION 

standard Treasury 


Tuftfi 

Gold 

Gold 

Silver 

Silver Notes of Subsidiary 

30 

Coin 

Certificates 

Dollars 

Certificates 

iSgo 

Silver 

i860 

$207,305 

• » « 

» « * 

$207,102 J 

f 2 1, 000 

i86r 

266,400 


# • • 

» • # 

202,000 

10,000 

1862 

283,000 

• • • 


• ♦ » 

183,792 

13,000 

1863 

260,000 

• • • 


1 • * 

238,677 

1 1 ,000 

1864 

184,346 

• • • 


» # * 

179,158 

9,375 

1865 

148,357 


1 9 « 


142,920 

8,713 

1866 

109,70s 

$10,505 


4 » ♦ 

19,996 

8,241 

1867 

72,882 

18,678 


♦ • * 

4,484 

7,082 

1868 

63,738 

17,643 



3,164 

6,520 

1869 

62,129 

29,956 


# ♦ « 

2,559 

5,695 

1870 

81,183 

32,085 

» * ^ 

» « « 

2,223 

8,978 

1871 

72,391 

17,790 

4 • • 

« « ♦ 

1,968 

12,022 

1872 

76,575 

26,412 



1,701 

12,064 

1873 

62,718 

34,251 


4 ♦ « 

1,399 

13,679 

1874 

78,948 

18,015 


» ♦ # 

1,162 

14,940 

1875 

64,446 

17,549 

• t ^ 

% % h 

964 

22,141 

1876 

74,839 

24,175 



1,047 

26,055 

1877 

78,111 

32,298 


% » « 

909 

42,885 

1878 

84,740 

24,898 

$ 1,209 

$ 7 

806 

58,918 

1879 

110,505 

15,280 

8,036 

414 

^ % 

61,347 

1880 

225,696 

7,964 

20,111 

5,790 


48,512 

1881 

313,313 

5,760 

29,342 

39,111 


46,839 

1882 

338,251 

5,029 

32,404 

54,506 


46,380 

1883 

344,653 

59,807 

35,651 

72,621 

. . . 

46474 

1884 

340,624 

71,147 

40,690 

96,427 


45,661 

i88s 

341,668 

126,730 

39,087 

101,531 


43,703 

1886 

358,220 

76,044 

552,669 

88,116 

♦ 4 * 

46,174 

1887 

376,541 

91,225 

55,549 

142,118 

• . • 

48,584 

1888 

391,114 

121,09s 

45,327 

200,760 

^ % 

50,362 

1889 

376482 

117,130 

5,457 

257,156 

T rta^ury 

51447 

1890 

374,2 59 

130,831 

36,279 

297,556 

Notts 
of 1Z90 

54,033 

1891 

407,319 

120,063 

58,826 

307,236 

40,349 

58,219 

1892 

408,569 

1 4 1 ,094 

56,817 

326,693 

98,259 

63,294 

1893 

408,536 

92,642 

56,930 

326,824 

140,856 

63470 

1894 

495,977 

66,340 

52,565 

326,991 

134,681 

38,511 

189s 

479,638 

48,381 

51,986 

319,623 

115,943 

60,350 

1896 

454,905 

42,198 

52,117 

330,657 

95,045 

60,204 

1897 

317,590 

37,28s 

51,940 

357,849 

83470 

59,616 

1898 

637,950 

3 S, 8 i 2 

58483 

390,127 

98,306 

64.057 

1899 

679,738 

32,656 

61481 

402,137 

92,562 

69,066 
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June 

Minor 

United 

Fractional 

Other United 

National 

Total Money 

30 

Coin 

States 

Currency 

States 

Bank 

in 


Notes 


Currency 

Notes 

Circulation 

i860 






$ 435,407 

1861 




• ft ft 

. . . 

484,406 

1862 

« • 

$ 72,866 

• ♦ 

$53,040 

^ ^ 

605,698 

1863 


312.481 

$15,884 

93,230 

. . . 

931,274 

1864 


415,116 

19,133 

169,252 

$31,235 

1,007,615 

1865 


378,917 

21,729 

236,567 

146,138 

1,083,541 

1866 


327,792 

24,687 

162,739 

276,013 

939,678 

1867 


319,438 

26,306 

123,727 

286,764 

859,360 

1868 


328,572 

28,999 

28,859 

294,369 

771,884 

1869 


314,767 

30,442 

3,343 

291,750 

740,641 

1870 


324,963 

34,379 

2,507 

288,648 

774,966 

1871 


343,069 

34,446 

1,064 

311,406 

794,156 

1872 


346,169 

36,403 

849 

329,037 

829,209 

1873 


348,464 

38,076 

701 

338,962 

838,252 

1874 


371,421 

38,234 

620 

340,266 

863,606 

187s 


349,686 

37,905 

551 

340,547 

833,789 

1876 


331,447 

32,939 

500 

316,121 

807,124 

1877 


337,899 

20,242 

456 

301,289 

814,090 

1878 


320,906 

16,368 

428 

311,724 

820,004 

1879 


301,644 

. . • 


321,405 

818,632 

1880 


327,895 



337,415 

973,382 

1881 


328,127 

. . . 


349,746 

1,114,238 

1882 


325,255 



352,465 

1,174,290 

1883 


323,242 

4 ♦ 1 


347,856 

1,230,306 

1884 


318,687 



330,690 

1,243,926 

1885 


331,219 



308,631 

1,292,569 

1886 


323,813 

• 9 1 


307,665 

1,252,701 

1887 


326,667 



276,855 

1,317,539 

1888 


308,000 



245,313 

1,372,171 

1889 


316,439 

♦ « « 


207,221 

1,380,362 

1890 


334,689 

• • • 


181,605 

1,429,251 

1891 


343,207 

. . . 


162,221 

1,497,441 

1892 


339,400 



167,222 

1,601,347 

1893 


330,774 

• . • 


174,670 

1,596,701 

1894 


325,525 

# « « 


200,220 

1,660,809 

189s 


319,094 

* • • 


206,953 

1,601,968 

1896 


256,140 

• # » 


215,168 

1,506,435 

1897 


306,915 

4 « • 


226,318 

1,640,983 

1898 


310,134 

# ♦ % 


222,991 

1,837,860 

1899 


328,627 



237,80s 

1,904,072 
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Standard 

Treasury 


June 

Gold 

Gold 

Silver 

Silver Notes of Subsidiary 

30 

Coin 

Certificates 

Dollars 

Certificates 

iSgo 

Silver 

IQOO $610,806 

$ 200,733 : 

$65,889 

$408,466 

$75-304 ; 

? 76 ,i 6 i 

1901 

629,791 

247,036 

66,921 

429-644 

47-525 

79,235 

1902 

632,394 

306,399 

68,747 

446,558 

29.803 

85,721 

1903 

617,261 

377,2 59 

72,391 

454,733 

19-077 

92,727 

1904 

645,818 

465,655 

71-314 

461,139 

12,902 

95,528 

1905 

651,064 

485,211 

73-584 

454,865 

9,272 

101,438 

1906 

668,655 

516,562 

77,001 

471,520 

7-337 

111,630 

1907 

561,697 

600,072 

81,710 

470,211 

S.976 

121,777 

1908 

613,24s 

782,977 

76,329 

465,279 

4,964 

124,178 

1909 

599,338 

8IS7OOS 

71,988 

477,717 

4,203 

132,332 

1910 

590,878 

802,754 

72433 

478,597 

3-663 

135,584 

I9II 

589,296 

930-368 

72,446 

453,544 

3-237 

138422 

1912 

610,724 

943436 

70,340 

469.224 

2,916 

145,034 

1913 

608,401 

1,003,998 

72,127 

469,129 

2,657 

154,458 

1914 

6 ii,S 4 S 

1,026,149 

70,300 

478,602 

2,428 

159,966 

1915 

587,537 

821,869 

64,499 

463,147 

2,245 

1 59,043 

1916 

624,939 

1,050,266 

66,234 

476,279 

2,098 

171,178 

1917 

666,545 

1,082,926 

71-754 

468,365 

1,970 

193.745 

1918 

537,230 

511,190 

77-201 

370,349 

1,851 

216,492 

1919 

474,87s 

327-552 

79-04X 

163,44s 

1-745 

229,316 

1920 

474,822 

259,007 

76,749 

97,606 

1,656 

248,863 

1921 

447,272 

200,582 

65-883 

158,843 

x-576 

235,295 

1922 

415,937 

173-342 

57-973 

265,335 

1,510 

229,310 

1923 

404,181 

386,456 

57,262 

364,258 

1,460 

247,307 

1924 

393,330 

801,381 

54,015 

364.414 

1,423 

252,995 

1925 

402,297 

1,004,823 

54-289 

382,780 

1-387 

262,009 

1926 

391,703 

I-O57-37I 

5 X -577 

377,741 

1,356 

270,072 

1927 

384,957 

1,007,075 

48,717 

375,798 

1,327 

275,60s 

1928 

377,028 

1,019,149 

46,222 

384,577 

1,304 

278,17s 

1929 

368,488 

934-994 

43-684 

387,073 

1,283 

284,226 

1930 

357,236 

994,841 

38-629 

386,915 

1,260 

281,231 

1931 

363,020 

996,510 

34,326 

377,149 

1,240 

273,147 

1932 

452,763 

715-683 

30,115 

352,605 

1,222 

236,220 

1933 

320,939 

265,487 

27-995 

360,699 

1,186 

236,863 

1934 

(“) 

149,740 

30,013 

401456 

1,189 

280400 

1935 

(“) 

117,167 

32,308 

701,474 

1,182 

295,773 

1936 

(“) 

100,771 

35-029 

954,592 

1,177 

316476 

1937 

(“) 

88,116 

38,046 

1,078,071 

1,172 

340,827 

1938 

(“) 

78,500 

39-446 

1,230,156 

1,169 

341,942 

1939 

(*) 

71-930 

42,407 

1453,573 

1,166 

361,209 

1940 

(“) 

66,793 

46,020 

1,581,662 

1,163 

384,187 

1941 

(“) 

62,872 

52,992 

1,713,508 

i,i6i 

433483 
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June 

Minor 

United 

Fractional 

Other United 

National 

Total Money 

30 

Coin 

States 

Notes 

Currency 

States 

Currency 

Bank 

Notes 

in 

Circulation 

1900 

$26,080 

$317,677 



$300,115 

12,081,231 

1901 

27,890 

330,045 



3457III 

2,203,198 

1902 

29,724 

334,292 



345,477 

2,279,114 

1903 

32,040 

334,249 



399,997 

2,399,732 

1904 

33,763 

333,759 



433,028 

2,552,906 

1905 

35,458 

332,421 



480,029 

2,623,340 

1906 

38,043 

335,940 



548,001 

2,774,690 

1907 

40,907 

342,270 



589,242 

2,813,863 

1908 

41,139 

339,396 



631,649 

3,079,155 

1909 

42,585 

340,118 

Federal 

Federal 

665,539 

3,148,826 

1910 

46,328 

334,778 

Reserve 

Notes 

Reserve Bank 
Notes 

683,660 

3,148,684 

1911 

49,049 

338,989 


♦ # # 

687,701 

3,263,051 

1912 

50,707 

337,697 



705,142 

3,335,220 

1913 

54,954 

337,215 


• 4 * 

715,754 

3,418,692 

1914 

57,419 

337,846 


^ ^ # 

715,180 

3 , 459,434 

1915 

58,516 

309,796 

$ 70,810 


782,120 

3,319,582 

1916 

62,998 

328,227 

149,152 

$ 1,683 

716,204 

3,649,258 

1917 

68,411 

311,595 

506,756 

3,702 

690,635 

4,066,404 

1918 

74,958 

291,859 

1,698,190 

10,970 

691,407 

4,481,697 

1919 

81,780 

274,119 

2,450,278 

155,014 

639,472 

4,876,638 

1920 

90,958 

278,144 

3,064,742 

185,431 

689,608 

5,467,589 

1921 

91,409 

259,170 

2,599,598 

129,942 

721,421 

4,910,992 

1922 

89,157 

292,343 

2,138,715 

71,868 

727,681 

4,463,172 

1923 

93,897 

302,749 

2,234,660 

19,969 

711,076 

4,823,275 

1924 

96,952 

297,790 

1,843,106 

10,066 

733,835 

4,849,307 

1925 

100,307 

282,578 

1,636,108 

6,921 

681,709 

4,815,208 

1926 

104,194 

294,916 

1,679,407 

5,453 

651,477 

4,885,266 

1927 

108,132 

292,205 

1,702,843 

4,606 

650,057 

4,851,321 

1928 

111,061 

298,438 

1,626,433 

4,029 

650,212 

4,796,626 

1929 

115,210 

262,188 

1,692,721 

3,616 

652,812 

4,746,297 

1930 

117,436 

288,389 

1,402,066 

3,206 

650,779 

4,521,988 

1931 

117,393 

299,427 

1,708,429 

2,929 

648,363 

4,821,933 

1932 

113,619 

289,076 

2,780,229 

2,746 

700,894 

5,695,171 

1933 

112,532 

268,809 

3,060,793 

125,845 

919,614 

5,720,764 

1934 

119,142 

279,608 

3,068,404 

141,645 

901,872 

5,373,470 

193s 

125,125 

285,417 

3,222,913 

81,470 

704,263 

5,567,093 

1936 

134,691 

278,190 

4,002,216 

51,954 

366,105 

6,241,200 

1937 

144,107 

281,459 

4,168,780 

37,616 

268,862 

6,447,056 

1938 

145,625 

262,155 

4,114,338 

30,118 

217,441 

6,460,891 

1939 

154,869 

265,962 

4,483,552 

25,593 

186,480 

7,046,743 

1940 

168,977 

247,887 

5,163,284 

22,373 

165,155 

7,847,501 

1941 

193,963 

299,415 

6,684,209 

20,268 

150,460 

9,612,432 
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Index Numbers of Wholesale Commodity 
Prices— United States — Foreign Countries 

1840-1920“ 


Year 

Index No. 

Year 

1840 

116.8 

1867 

1841 

115.8 

1868 

1842 

107.8 

1869 

1843 

loi.s 

1870 

1844 

101.9 

1871 

184s 

102.8 

1872 

1846 

106.4 

1873 

1847 

106.5 

1874 

1848 

101.4 

1875 

1849 

98.7 

1876 

1850 

102.3 

1877 

1851 

105.9 

1878 

1852 

102.7 

1879 

1853 

109. 1 

1880 

1834 

112.9 

1881 

I8SS 

113.1 

1882 

1856 

113.2 

1883 

1857 

I12.5 

1884 

1858 

101.8 

1885 

1859 

100.2 

1886 

i860 

100 

1887 

1861 

100.6 

1888 

1862 

117.8 

1889 

1863 

148.6 

1890 

1864 

190.5 

1891 

186s 

216.8 

1892 

1866 

191.0 

1893 


Index No. 

Year 

Index No. 

172.2 

1894 

102.1 

160.5 

189s 

94.6 

153-5 

1896 

80.1 

142-3 

1897 

84.1 

136.0 

1898 

92.3 

138.8 

1899 

93-4 

137-5 

1900 

99-4 

1330 

1901 

101.7 

127.6 

1902 

116.3 

118.2 

1903 

107.S 

1 1 0.9 

1904 

108.7 

101.3 

19OS 

110.7 

96.6 

1906 

1144 

106.9 

1907 

117.9 

105.7 

1908 

125.8 

108.5 

1909 

133-9 

106.0 

1910 

137-2 

99-4 

1911 

131.1 

93-0 

1912 

143-3 

91.9 

1913 

140.8 

92.6 

1914 

146.1 

94.2 

1915 

148.1 

94.2 

1916 

175-7 

109-3 

1917 

261.8 

119-5 

1918 

287.1 

108.6 

1919 

295.6 

116.1 

1920 

282.8 


« “Index Numbers of Wholesale Commodity Prices,” compiled by the AnnaUst and 
published in Index Numbers of Wholesale Prices in the United States and Foreign 
Countries, by W. C. Mitchell, U.S. Bureau of Labor Statistics, Bulletin No. 384, Octo- 
ber, 1931, pp. 158-161, 

Figures from 1840 to 1889 were computed on the assumption that the base was the 
year i860; figures from 1890 to 1930 were computed on the assumption that the base 
was the average for the years 1890-1899. 
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South and West to further issues, 72* 
redeemable in coin, 73; replaced by 
silver certificates, 75; redeemed and 
then paid out, 93; reissues of retired, 
118 

Guthrie, James, 52, 80 

Hamilton, Alexander, fiscal program, 
II ff., isff.; “Report on Public 
Credit,” ii, 15; “Report on a National 
Bank,” 15; concept of functions of a 
national bank, 16; concern for com- 
mercial banks, 22 
Hawley-Smoot Act, 186 
Hoarding, 122 

Home Loan Bank Act, amended, 192 
Hoover, Herbert, 192; policy of an in- 
ternational moratorium, 190; stand re 
silver, 241 

Houston, David F., 181 

Imports, 1914-1930, tahs.t 186, 187 
Income tax, 169, 189 
Independent Treasury Acts, 1840, 45, 46, 
47; 1846, 49 -si. 59. 62. 66, 135 
Independent Treasury System, 7, 41 ff., 
259; acts inaugurating, 45, 49; central 
banking function, 46; rise of, as a cen- 
tral bank, 1846-1865, 49-64; Walker 
and the Mexican War, 51 ; interven- 
tion in money market, 52; power to 
increase reserves of commercial banks, 
S3; Crisis of 1856 and Treasury central 
banking under Cobb, 53-57; mainte- 
nance of specie payments by Govern- 
ment, 57; during Civil War, 57-64; 
borrowing from banks, 57-60; issue of 
bonds, 60; cooperation mth banks, 60; 
issues of greenbacks, 61; insufficiency 
for fiscal purposes in crises, 61; only 
important service that continued 
throughout war, 62; to hold surplus 
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in own vaults a policy of, 79; as the 
real central bank, 1890-1913, 85-133; 
1890-1898, deficits and slight decline 
in Treasury central banking, 85-97; 
Crisis of 1890, 85-89; Crisis of 1893, 
89-93; bond sales, 1894-1898, 93-9SI 
activities during 1890’s, 95; during 
Spanish-American War, 96; 1899-1913, 
period of reform and increase of cen- 
tral banking activities, 97-130; organi- 
zation and functions under Act of 1900, 
98-100; banking activities after 1900, 
100-102, exercises functions of a bank 
of issue, 100; influence on rates of 
discount, 101, 102; extends central 
banking activities under Gage, Shaw, 
and Cortelyou, 102-21; Shaw’s effort 
to secure legal recognition of Secre- 
tary of, as head of banking system, 
1 15; need of new attitude toward, 
recognized by Congress, 119; Panic of 
1907, 121-28; Panama Canal bonds 
offered by, 124; in depressions of 1893 
and 1907, 125; Aldrich-Vreeland Act, 
129-30; conscious interference with 
money market, 130; means at disposal 
of, 131; see also Treasury central bank- 
ing 

India, silver agreement. 243 

Industrial expansion, 186, 188 

Inflation, issue of greenbacks a direct 
cause of, 61; during the seventies, 71, 
73; public opinion dominated by, 88; 
brake on inflationary developments, 
1937, 226; increasing agitation for, 
242; possibilities for, under Silver Pur- 
chase Act and Gold Reserve Act, 249 

Inquiry into the Expediency of Dispens- 
ing with Bank Agency and Bank Paper 
... An (Gouge), 44 

Interallied Council on War Purchases, 
152 

Interest payment by banks for the Gov- 
ernment, 15 

Interest rates, rise of, on demand loans, 
122; Treasury influence during World 
War I, 162-63; time and demand de- 
posit, 163; 1916-1941, tab.f 181; in- 
creased, 228 


Jackson, Andrew, attitude toward Bank 
of the U.S., 32; ordered distribution 
of Government deposits among state 
banks, 33 
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Jay Cooke and Company, suspended, 69 
Jefferson, Thomas, plan for Independent 
Treasury suggested by, 44 
Johnson, George Griffith, Jr., 253 
Jones, William, 29 

Kemmcrer, Edwin W., 207, 219 
Keynes, John Maynard, monetary views 
in harmony with those of Roosevelt, 

20I« 

Kinley, David. 100 

Knickerbocker Trust Company of New 
York, 121; failure, 122 

Lausanne Conference, 241 
Legal-tender notes, retirement of, 72 
Legislation catching up with central 
banking doctrines, 129 
Lending when business is stagnant, 139 
Liberty Loan acts, 151, 161, 169, 224 
Liberty Loan bonds, 159; payment for, 
by special depository banks, 160; pa- 
triotic appeal, 162; coupon rates, tab., 
163; preferential rates, 163; sell at dis- 
count, 167, 169; first issue tax-exempt, 
other issues exempt from normal in- 
come tax, 169; exchanged for Treasury 
notes and long-term Treasury bonds, 
180; downward tendency of prices, 181 
Liberty Loan Committee, 166 
Liberty Loan deposit account, 161 
Lincoln Trust Company, 122 
Lippmann, Walter, upholds President’s 
gold policy, 197 
London Conference, 200, 243 
London silver pact, 243, 251 

McAdoo, William G., 141, 144, 164; in 
Crisis of 1914, 139; credit arrange- 
ments with neutral countries, 155; 
asked freedom in stabilizing foreign ex- 
change rates, 156; support of Govern- 
ment bond market, 167 
McCullough, Hugh, 65; purpose of hold- 
ing gold in Treasury vaults, 66; effort 
to bring about price stability, 67 
McKinley Tariff Act, 83, 86 
MaeVeagh, Franklin, 128 
Madison, James, Jr., 10 
Marine Bank of New York, failure of, 75 
Mechanics’ Bank, 35, 121 
Mellon, Andrew W., 174, 179 
Merchant marine, 186 
Metropolitan Bank, failure of, 75 
Mexican War, Secretary Walker and, 51 
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Mexico, silver agreement, 243; silver and 
the oil question, 256 
Monetary laws, largely rewritten, 236 
Monetary management, role of Secretary 
of the Treasury in scheme of, 219 
Money, use of cash in banking system 
diminishing. 77; increase in cheap, 89; 
transfer from one part of country to 
another, loi. 107; quantity theory of, 
131; in circulation, by kinds, 1800- 
1940, tab., 284-89; see also Currency; 
Dollar; Gold; Greenbacks; Legal ten- 
der; Silver 

‘ Money for moving the crops,” loi 
Money market, open market purchases 
to sustain Government credit and re- 
tire public debt, 13; Treasury leader- 
ship, 16, 21, 27, 82, 127, 138; Guthrie 
starts Independent Treasury on road to 
intervention in, 52; policy of feeding, 
through repurchase of Government 
bonds, 54, 55 ; autumnal stringency, 
104, 107, 120, 122, 127, 261; interde- 
pendence of Treasury and, 122 
Money markets, European: localization 
of control, 116 

Money stringency, see Crisis; Depression; 
Panic 

Morgan, J. P., aid to Treasury, 94, 96 
Morgenthau, Henry, Jr., 204, 251M; re 
Stabilization Fund, 212; invitation to 
foreign nations to join movement for 
stabilization of currencies, 215; favored 
Federal monetary authority or a Gov- 
ernment-owned central bank, 218; re 
abandonment of silver purchase pro- 
gram, 255 

Morrill Tariff. 78 

National bank. Hamilton’s concept of 
functions, 16; establishment of, recom- 
mended, 26; central bank functions, 
34; essentially commercial banks, 48; 
reserve provision altered, 76 ; Fair- 
child’s policy of depositing public funds 
in, 81: double reserves required, 105; 
permitted to substitute bonds suitable 
for note issue, for Government bonds, 
123; public funds on deposit with, 
126; as Government depositories, 137; 
Treasury’s effort to reduce its balances 
carried with, 175 

National Banking Act, 148, 260; reserve 
requirements and position of Treasury 
under, 63; amendment to reserve 


clauses, 76-78; defect of currency un- 
der, 133 

National Banking System, 7, 61-63, 260 
National bank notes, 179; 1884-1889, tab 
82: decrease in circulation, 8g; 1888- 
1893, tab., 90; increase, 123, 140- 
deprived of their preeminence, 146- 
emergency issue authorized, 19,2’ 
192; retirement. 193; withdrawal from 
circulation, 253 

National banks of New York City, emer- 
gency note currency issued to, no 
National City Bank, 96 

National Cordage Company, failure, 91 
National currency associations, 129’ 
National debt, see Debt, public 
National Industrial Recovery Act, 194 
National Labor Relations Act, 194 
National Monetary Commission, 130 ni 
National Reserve Association, 130 ’ 

Navy, Government expenditures for, n 
New Deal, philosophy of, 193; monetary 

measures, 194; see also Roosevelt 
Franklin D. ’ 

New York City, Panic of 1884, 75 

banks, suspension of specie pay. 

ments, 40, 54; Shaw relieves autumnal 
stringencies, 104-9; interest on ac- 
counts of country banks, 112; effect of 
call of interior banks for their bal- 
ances, 122 

New York Clearing House, maximum 
rates on demand and time deposits, 164 

New York Clearing House Association 
141 

New York Stock Exchange in Crisis of 

1914. 138; dealing in securities re- 
sumed, 142 

Note issue, provisions of Federal Reser\'e 
Act, 136 

Notes, see Bank notes; Treasury notes 

On Our Way (Roosevelt), 197 
Open-market operations, central banking 
function, 211; by Reserve banks, 221 

Paish, Sir George, 141 

Panama Canal, 109, 114; bond issue, 124, 

Panic, of 1818. 29: of 1837, 36 ff., 259; 
of 1857, 260: of 1873. 68-71, 261; of 
1884, 7s; of 1893, 89-93, 261; of 1907, 
121, 261; see also Crisis 
Panic insurance and the Treasury, 22 
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Paper currency, in vaults of Treasury, 
67; see also Greenbacks 
Pasvolsky, Leo, 196 
Patriotic Bank, 29 

Pay roll, factory, 1923-1925, tab., 188 
Peru, silver agreement, 243 
Philadelphia and Reading Railway Com- 
pany, bankruptcy, 91 
Pittman, Key, 244, 252; advocate of sil- 
ver interests, 238, 242; on Senate For- 
eign Relations Committee, 239; dele- 
gate to World Economic Conference, 
243; introduced bill which became Sil- 
ver Purchase Act, 247 
Pittman Act, 176, 238 
Political tensions a cause of flow of gold 
to U.S., 216 

Pound sterling, rate of exchange pegged, 

150 

President of the U.S., power to prohibit 
exports from U.S., 153; emergency 
powers, 195; power to change gold 
content of dollar: to influence foreign 
exchange through a stabilization fund, 
206 ; time limit upon authority to 
change gold content of dollar, 208; ex- 
tension of monetary powers, 212 
Presidents of the U.S. and secretaries of 
the Treasury who served under them, 
tab., 265-66 

Prices, McCullough’s effort to bring about 
stability, 67; business indices of com- 
modity, 1926, tab., 188; relation of 
monetary gold stocks and commodity 
production to maintenance of a stable 
level, 205; index numbers of wholesale 
commodity prices, U.S. and foreign 
countries, 1840-1920, tab., 290 
Production, industrial, 1935-1939, tab., 
188 

Public debt, see Debt, public 
Public lands, effort to prevent absorption 
by speculators, 37 

Public opinion dominated by inflationists, 
88 

Public Utility Holding Company Act, 
194 

Pujo Committee, 130 


Railroads, banks interested in construc- 
tion of, 53 ; bonds eligible for collateral 
against Government deposits, 105; de- 
pression undermining solvency, 1931, 
190 
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Reconstruction Finance Corporation, 190, 
191, 204 

Redemption Act of Nov. 23, 1921, i8o« 
Rediscounting as a method of credit con- 
trol, 132 

Reserves, devices for expanding, 5; be- 
ginning of Treasury influence on, 16; 
amendment to reserve clauses of Na- 
tional Banking Act, 76-78; Board of 
Governors given new powers over re- 
quirements, 218; gold imports and in- 
creased requirements, 222-25; Treasury, 
silver, and, 253-55 

excess: occur only when business is 

stagnant, 139; a legal concept, 217; 
alarming volume, 218; reduction of, 
224 

Revenue, receipts affect fiscal activities 
of Treasury and reserves of banks, 14; 
Treasury and distribution of Federal 
surplus, 38-41; customs receipts, 1789- 
1940, tab., 276-77 
Revenue Act, 159 

Richardson, William A., use of “reserve” 
of retired and unissued greenbacks, 68; 
summation of panic situation, 70; al- 
lowed reissue of retired greenbacks, 118 
Roosevelt, Franklin D., 192; furthers 
idea of Government intervention, 193- 
95 ; philosophy of New Deal, 193; ad- 
ministration’s monetary measures, 194; 
proclamation declaring bank holiday 
and an embargo on export or domes- 
tic use of gold or silver, 195; embargo 
on exportation, paying out, or hoard- 
ing of gold, 196; abandonment of gold 
standard, 197; On Our Way, 197; and 
World Monetary and Economic Con- 
ference, 200; turning point in shaping 
monetary policies, 201 ; control of Fed- 
eral Reserve System, 220 f.; stand re 
silver, 2410, 245, 246; silver purchase 
program has lost sympathy of ad- 
ministration, 255 

St. Louis a central reserve city, 76 

Savings banks, had no access to Federal 
Reserve credit, 165 

Secretaries of the Treasury, judge needs 
for additional money in different sec- 
tions of country, 126; ex officio mem- 
ber of Federal Reserve Board, 134, 
13s » given power over foreign ex- 
change rates, 155, 156; role in scheme 
of monetary management, 219; elimi- 
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Secretaries of the Treasury (Continued) 
nation of, as ex officio member of 
Federal Reserve board, 220; and presi- 
dents under whom they served, tab., 

2G5-66 

Securities, short-term: of Treasury dur- 
ing World War I, 166 

Shaw, L. M., 102-21, 261; relieves au- 
tumnal stringencies, 104-9, 120; and 
gold imports, 109; effort to secure 
legal recognition of Secretary of the 
Treasury as head of banking system, 
'15 

Sherman, John, 71, 90, 98; ordered gold 
paid out for Government obligations, 
72; monetary policy affected by in- 
terest in politics, 73; allowed huge ac- 
cumulations of deposits in banks, 107 

Sherman Silver Purchase Act, 86, 89, 
238; repealed, 92 

Silver, policies of the Treasury, 73-75, 
258-57: free coinage urged, 73; rep- 
resentation of new states added to 
strength of advocates of free, 86; ef- 
forts to advance interests of producing 
industry, 238, 244, 246; price adjusted 
to reflect changes in purchasing power 
of gold dollar, 1901-1931, tab., 240; 
agitation for monetization, 241; price, 
241, 250, 252; regulations under 

Thomas Amendment to the Agricul- 
tural Adjustment Act, 1933, 242; reso- 
lutions at the World Economic Con- 
ference, 243-46; allotment agreement 
between silver consuming and silver 
producing nations, 243, 251; tab., 244; 
Proclamation of Dec. 21, 1933, re, 245; 
Silver Purchase program, 245, 250-52, 
255; monetary value, 245; regulation 
of trade, 247; tax on trading profits, 
248; nationalization, 248, 250; order 
forbidding export except under license, 
250: summary and future of purchase 
policy of Treasury, 255-57 
Silver certificates, 75, 178, 246, 247, 249, 
252; outstanding, 1888-1893, tab., 90; 
power of Treasury to issue, 244; in- 
crease in circulation, 253 
Silver legislation, 238-42, 246 
Silver money, increase in legal tender 
issues, 89; small denominations a mat- 
ter of importance, 102; see also Dol- 
lar, silver 

Silver Purchase Act, 1890, 86, 89; 1934, 


246-50; 1939, 252; bill repealing acts, 
255 

“Single head” system, 10 
Sinking Fund, to retire interest-bearing 
public debt, 182 
Somers, Andrew L., 239 
South, state banks of, increased note 
circulation, 29; assisted by Treasury, 
29: operations of second Bank of the 
U.S., 32: opposition to resumption of 
specie payments and retirement of 
greenbacks, 71; seeks economic relief 
in currency expansion and easy credit 
terras, 238 

Spahr, Walter E., 2i4n 
Spain, silver agreement, 243 
Spanish-American War, financing, 96 
Specie Circular, 37, 43 
Specie payments, suspension, 25, 54, 59, 
62 : effect upon credit position of Gov- 
ernment, 26: resumption, 30, 34, 71, 
73 

Specie Resumption Act, 93, 94, 95 
Speculation, world-wide excesses, 1905- 
1906, 1 21; collapse of boom marked 
beginning of 1929 depression, 189 
Stabilization Fund, 207, 210-15, 229; 
time limit upon, 208; makes a domestic 
credit inflation possible, 211; an instru- 
ment for protection of our stake in 
world trade, 213; value during years 
of unparalleled crises, 214; control 
over, belongs in hands of Federal Re- 
serve System, 214 

Stabilization funds, capital movements 
before, 210; British and American 
compared, 211 

State banking, dominance of Treasury 
in era of, 259 

State bank notes, decline in volume of, 

30 

State banks, as Government depositories, 
24, 34-41, 47; increase in number, 25; 
decline in use of, as depositories, 28; 
agree to resume specie redemption, 29; 
of South and West increase note cir- 
culation, 29; Crawford’s aid to, 29, 
31; Jackson ordered Government de- 
posits distributed among, 33; second 
Bank of the U.S. chartered as a, 34; 
Government use of, as depositories dis- 
continued, 43 ; number of colonial and, 
1774-1872, tab., 283 
Steagall, Henry B., 201 
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sterilization program, see Gold steriliza- 
tion 

Stock exchange, panic on, 122; Crisis of 
1914, 138, 142 

Stringency, see Crisis; Depression; Panic 
Strong, Benjamin, i66 
Sub-treasury System, 50, 53; Federal Re- 
serve Board to end, 135 
Surplus, Treasury policies during period 
of the, 78-83 

Surplus Distribution Act, 37, 38, 43 
Surtax rates, 169 

Taney, Roger B., 33 
Tariff, customs duties, 145 ; policy of 
Fordney McCumber Act, 186; dutia- 
ble goods and total imports, 1914-1930, 
tab., 187; inconsistency between a 
creditor position, and high, 187 ; pro- 
tective, increased, 189; sliding duties 
upon gold imports and bounties on 
gold exports proposed, 231; customs 
receipts, 1789-1940, tab., 276-77 
Tax, on silver trading profits, 248 
Tax, income: increase in normal rates, 
169; reduced, 189 

Tennessee Valley Authority Act, 194 
Thomas, Elmer, 198, 252, 254 
Thomas Inflation Amendment, 197-99, 
206, 209, 218, 219 

Trade, effect of drastic decline in foreign, 
187; conference to consider means of 
restoring international, 200; favorable 
balance increased flow of gold to U.S., 
217 

Traders’ Bank, 121 

Trading-with-the-Enemy Act, 154, 158, 
X9S 

Treasury, continuous trend toward as- 
sumption of central banking functions, 
3; as policy-making agency in World 
War I and World War II, 8; estab- 
lishment of, and influence on early 
commercial banks, 10-16; opposition 
to “single head” system, 10; balances 
in depository banks, 1789-1791, tab., 
14; 1793-1810, tab., 19; 1789-1918, 

tab., 267-70; and foreign exchange, 
1791-1810, 21; and panic insurance, 

1781-1810, 22; aid to commercial 

banks, 23; unable to pay interest on 

national debt, 26; assistance to south- 
ern banks, 29; assistance rendered in 
times of crisis, 29; insistance upon pay- 


ments in “specie backed notes,” 30, 34; 
use of surplus revenue, 31, 38, 88; and 
the Panic of 1837, 36 ff.; and the 
Specie Circular, 37; feeding money 
market through repurchase of Govern- 
ment bo;ids, 54, 55; compelled to turn 
to banks for aid in financing Civil 
War, 59; reserve requirements and 
position under The National Banking 
Act, 63; faced with deficit, 89; duty 
to keep gold reserves established by 
law, 90; gold reserves at a minimum, 
91; temporary decline in central bank- 
ing activities, 92 ; effect of repeal of 
Sherman Silver Purchase Act, 92; De- 
partment of Issue and Redemption, 99; 
effect of Federal Reserve Act on, 134; 
activities from inception of Federal 
Reserve System to beginning of World 
War I, 1913-1917, 134-49; powers as- 
sumed by Federal Reserve System, 142- 
48; Federal Reserve System, converted 
into tool for consolidation of banking 
under, 143, 147, 155, 163; responsi- 
bility for maintaining gold standard, 
14s ; increasing interrelationship be- 
tween Federal Reserve System and, 
165; Stabilization Fund to be oper- 
ated by, 210; power to issue silver 
certificates, 244; deciding factor in 
banking field, 258; secretaries of, and 
presidents under whom they served, 
265-66; balances in Treasury vaults 
and in depository banks, 1789-1918, 
267-70; receipts and expenditures, 
1789-1940, 271-75; customs receipts, 
1789-1940, 276-77; see also Independ- 
ent Treasury System 
Treasury central banking, term, 5; trend 
in functions, 6; before 1846, ro-48; 
1789-1791, establishment of the Treas- 
ury and its influence on early com- 
mercial banks, 10-16; 1791-1810, 

Treasury as rival of first Bank of the 
U.S., 16-23; leadership in money 

market, 16, 21, 27, 34, 82, 87, 98, 127, 
138, 143; i8ii-i8i6, interval between 
first Bank and second Bank of the 
U.S., 24-27; Treasury as rival of sec- 
ond Bank, 27-34; 1834-1840, second 
era of state banks as depositories, 34- 
41; 1840-1841, Treasury independent 
of the banks, 41-47; 1841-1845, third 
era state banking, 47; after Civil War 
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Treasury central banking (Continued) 
and under National Banking System, 
1866-1889, 65-84; effects of sales of 
surplus gold on currency and bank- 
ing, 65 ff.; actions intended to mitigate 
Panic of 1873, 68 ff. ; and resumption 
of specie payments, 71 ff.; silver poli- 
cies, 73 ff.; policies during Panic of 
1884, 75; policies during period of sur- 
plus, the eighties, 78-83; 1890-1898, 
deficits and decline in, 85-97; bond 
sales, 1894-1898, 93-95; period of re- 
form and marked increase of activities, 
97-130; extended under Gage, Shaw, 
and Cortelyou, 102-21; activities dur- 
ing World War I, 150-70; activities 
during the twenties, 171-84; inter-allied 
debt, 174; public deposits, 175; cur- 
rency, 176-79; and the public debt in 
the twenties, 179-84; gold policies, 
1929-1941, 185-237; Depression of 1929, 
185-93; New Deal philosophy, 193-95; 
currency, 195-210; laws affecting, 
197 ff.; and foreign exchange, 210-16; 
Stabilization Fund, 210 ff.; gold con- 
centration in the U.S., 216-30; posi- 
tion under proposed solution of gold 
problem, 230-36; 1929-1941, with spe- 
cial reference to the silver policies, 238- 
57; background for silver legislation, 
238-42; silver regulations, 242; silver 
resolutions at World Economic Con- 
ference, 243-46; President’s proclama- 
tion, Dec., 1933, 245; Silver Purchase 
Act of i 934 i 246-50; operations under 
silver purchase program, 250-52; Sil- 
ver Purchase Act of 1939, 252; Treas- 
ury, silver, and reserves, 253-55; sum- 
mary and future of silver purchase 
policy, 255-57; future of Treasury cen- 
tral banking, 258 ff. 

Treasury certificates, 124, 125, 244 
Treasury notes, issued to relieve money 
stringency, 41, 43; of 1890, 179; three- 
year, 180 

Tripartite Agreement by U.S., Great 
Britain, and France, 215 
Trust companies injected new element of 
weakness into banking situation, 121 
Trust Company of New York, 122 
Tyler, James, 47 

Union Bank of Georgetown, 29 
United States Mint, 16 


United States Notes, 179; redeemed, re- 
issued, and again redeemable in gold 
99, loi 

Van Buren, Martin, opposed to national 
bank, 42 

Vermilye and Company, 96 
Victory Liberty Loan Act, i82n 
Victory Loan bonds, 169; exchanged for 
Treasury notes and long-term Treas- 
ury bonds, 180; downward tendency 
of prices, 181 

Walker, Robert J., and the Mexican War 

51 

Walley, Samuel Hurd, 56 
Wall Street, misdeeds exposed by Pujo 
Committee, 130; American distrust of 

135 

War Finance Act, 164, 165 
War Finance Corporation, 165, 181, igi ; 
authorized to purchase Government 
bonds on a large scale, 168; to support 
only third Liberty Loan bond issue, 169 ; 
revival of activities, 173 

War of 1812, bank of failures during 
and following, 25 

Warren, George F., 203; theories, 204-6 
Webster. Daniel, opposed Independent 
Treasury, 45 

West, state banks of, increased note cir- 
culation. 29; operations of second 
Bank of the U.S., 32; new banks, 35; 
effort to force land speculators of the 
East to send specie to, 37; paper of 
banks discredited. 37; effect of con- 
traction of credit, 39; opposition to 
resumption of specie payments and 
retirement of greenbacks, 71; seeks 
economic relief in currency expansion 
and easy credit terms, 238 
Wheeler, Burton K., urged remonetiza- 
tion of silver, 242 

Whigs, pledged to establish a third Bank 
of the United States, 47 
White, Compton I., 252 
Wholesale commodity prices, 1840-1920, 
tab., 290 

Willis, Henry Parker, 208; quoted, 170, 
219 

Wilson, Woodrow, supported Glass Bill, 

134 

Windom, William, policies, 82-88, passim 
Woodbury, Levi, 38 ff.; 42; issued Treas- 
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ury notes to relieve money stringency, 
4ii 43 

Woodin, William M., 197 
World Monetary and Economic Con- 
ference, 200, 243 

World War I, role of Treasury during, 


8, 150-70; financial and industrial dis- 
locations following, 171 
World War II, leadership of Treasury, 8, 
262; gold problem intensified by, 230 
Wright, Silas, 44 
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